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ABOUT THE COMPANY

GAF Corporation operates one of America’s major inter-
national specialty chemicals businesses and is a leading
ranufacturer of building materials. The Company has
more than 4,600 employees in 47 plants, research lab-
oratofics, and sales offices throughout the United States
and 22 marketing and service facilities abroad, serving
customers :n1 71 countries.

The Comnany's Chemicals business manufactures
three major groups of products—acetylenic derivatives,
surfactants, 2nd mineral granules—holding a significant
market share in each of these principal product groups.
GAF Chemicals have a broad range of applications,
encompassing such major markets as pharmaceuticals,
hiair and skin care products, piastics, automotive, agri-
cultural, oil and gas, textiles, paper, and rubber. interna-
tional markets represent an increasingly important
source of GAF’s revenues and profits. Overseas, the
Company also manufactures and distributes a complete
ling of pressure-vesse! filter systems to major industries,
and through a joint venture manufactures butanediol and
tetrahydrofuran in West Germany.

GAF’s Building Materials business is one of the coun-
try's major manufacturers of roofing products, including
prepared roofing for residentiai construction and remod-
eling markets and roofing products for commercial and
industrial buildings.

GAF owns and operates WNCN-FM, a !znding classi-
cal music and cultural programming radic station based
in New York City,

GAF Corporation ranks among Fortune magazine's
500 largest American industrial corporations.
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CHAIRMAN'S MESSAGE

Fellow Sharehalders:

GAF continued its extraordinary record o accomplishment
|ast year and in the first nine moriths of 1988, completing its
fourth consecutive year and nineteenth consecutive quarter of
increased income from operations.

1987 Financial Results

For the twelve-mont: period ended Decernber 31, 1987,
income before extraordinary credits was $100.1 million
($2.93 per share) compared with the previous record high
income of $80.7 million ($2.22 per shar3) in 1986. Income
from the Company's operations increased from $139.1 mil-
lion in 1986 to $157.6 million in 1987, white revenues were
$836.9 million compared with $753.3 miliion in 1988,

The Company's 1987 operating resuis included record-
breaking Chemicals profits of $130 million, which were par-
tially offset by lower Building Materials profits of $26 miltion
versus $30 million in the previous year. Record Chiemicals
operating profits resulted from higher unit sales volumes in
most product lines, a favorable product mix, continued cost
contro! and manufacturing efficiency programs, the contin-
ued decline of the U.S, dollar, and the inclusion of the results
of Alkari Chemicals Ltd. and Alkari! Chemicals, Inc., which
the Company acquired in November, 1987. Reduced operat-
ing profits for Building Materials reflect the continued erosion
of selling prices together with incraased raw material costs.

Financial Results for the First Nine Months of 1988

For the nine-month period ended October 2, 1988, income
before extraordinary credits was $69 million ($2.41 per
share) compered with last year's $80.6 million ($2.26 per
share). Income from the Company's operations for the first
nine months increased from $123.3 million in 1987 to $140.5
million in 1988, while first half revenues were $736.4 mitlion
compared with $627 .8 million in 1987,

Merger Agreement with Management Group

Given the Companwy's present posture, | will dispense in
this Message with my custornary annual review of corporate
developments and address instead several comments con-
cerning the merger agreement entered into, on October 19,
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1988, between the Company and o manage
outiined in the accompanying proxy SYatement, GAF’s Board
of Directors has endorsed and recommends that sharehold-
frs approve the merger agreement. While a discussion of the
merits of management’s merger proposal would not be fit-
ting in this Message, observations concerning the manner in
which the process ieading up to tne agreement has been
coriducted are, | believe, in order.

Under the merger agreement, shareholders will receive
$53 for sach GAF share, consisting of $46 in cash and subor-
dinated discount debentures designed to have a market value
of at least $7 un a fully distributed bas’s. The agreement
resulted from extensive negotiations Gstween our manage-
ment group and the Special Committee of GAF's Board of
Directors, which is composed of all the Board's outside (non-
management) members, and follows an intensive, seven-
month soficitation effort in which Salomon Brothers, Inc, the
Committee’s investment banking firm, was unable to elicit a
superior, competing offer for the Company.

By wey of background, the Committee decided as far back
as September, 1987, when it received management's initial
merger proposal, to entertain any and all competing offers
for the Company with a view toward rsalizing for GAF share-
holdsrs the highest price currently available for their shares.
Moreover, when the Committee in February entered ino an
agreement providing for the submission of management's
merger proposal to GAF shareholders, it at the same time
authorized Salomon Brothers to actively solicit competing
ofters for the Company. Such action was taken by the
Committee not only to test the faimess of management's
proposal in the marketplace but 5o alsa to assure GAF
shareholders that, if the Company were to be sod, they
would recelve the highest available price for their shares.

I order to insure the integrity of the process and the fair-
ness of the ultimate result, both the Committee and the mian-
agement group agreed at the very outset unon a procedure
which enabled any alternative bidders for the Company to
compete with management on an equal footing. To this end,
you should know that management was neither given nor did
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it seek any special advantage, whether in terms of golden
parachute contracts, break-up fees, lock-up options, or any
other benefits customary in transactions of this sort. In fact,
even the recent October 19th rerger agreement permits the
Board, in the exercise of its fiduciary duty, to continue to con-
sider any other offers which may be rnade and to tarminate
the agreement should the Board of Directors recsive and
accept a higher offer. [n short, GAF shareholders can take
comtort from the fact that the process which has resulted in
the present merger agreement has been designed fram the
very start to realize for shareholders the highest current value
for their ownership interest in the Company.

Government Praceeding

We have taken great pride at GAF in the fact that our Com-
pany and its executives have always meticulously adhered to
the veny highest legal and ethical standard. And £~ we were
shocked and surprised when the Government saw fit, on
July 6, to return an indictment against GAF, two of its subsidi-
arigs, and James T. Sherwin, the Company's Vice-Chairman
and Chief Administrative Officer, alleging securities law viola-
tions in connection with the disposition, in November, 1986,
of Union Carbide stock held by the Company.

GAF's Board of Directors and | have expressed full confi-
dence in Jim Sherwin and our deep disappointment in the
Government’s decision to bring these unprecedented
charges. Both the Company and Mr. Sherwin intend to vigor-
ously defend the case and are confident of complete vindi-
cation. Finally, it should be emphasized that the outcome of
this matter wilt not have any material financial consequence
to the Company and will not affect plans for completion of
the [everaged buyout transaction.

Acknowledgements

On a personal note, it has been a great privilege for me to
have served as Chairman of the Board and Chief Executive of
our company over the period of the last five years. During this
time, | have been fortunate to have been associated with an
extraordinarily pifted martagement team and a Board of
Directors who, by the wisdom of their advice and counsel,
have helped steer a proper course for the Corporation while
providing a framework for management. But clearty most
critical to the success we have achieved at GAF have been my

fellow employees. While | have expressed my respect and
aftection for our employees so many times and in so many
ways over these years, | am delighted that once again this
Message affords me the opportunity to communicate my
deep appreciation for the hard work, dedication, and loyalty
with which they have approached their responslbilities.

Finally, | would express my gratit.:de to our shareholders
for thieir expressions of esteem and support, It is fitting to
recall that GAF's management and its Board came to office
five years ago as a result of the votes of GAF shargholders in
an almost unprecedented proxy election. Since that time,
your pride in ownership and the regard yeu have o clearly
demaonstrated for our Company has provided enormous
encouragement for us all here at GAF.

And so we are delighted that we could demonstrate by our
actions that we reciprocate your feelings. In this connection,
itis with no small degree of satisfaction that we take note of
GAF's record for increasing shareholder wealth by more than
$1.4 biltion and the more than sixfold increase in GAF's stock
price over the peviod of our stewardship, an accomplishment
which was recognized in a Fortune survey earlier this year
ranking GAF 9th out of 1000 companies in terms of stock
price gains over this period of time.

Please be assured that we regret the delay encountered in
connection with the lengthy process entailed in submission of
mairagement’s merger agreement for your consideration, and
t speak for the Board as well as management in expressing to
yOu our appreciation for your patience and understanding.

Sincersly,

[ "Jf4~

Samugl J. Heyman
Chairman of the Board
and Chief Executive Oificer

Novernber 21, 1988

G-I_EPA0021165




S et R — N
— —ti ————— P— ———

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C, 20549

1987 FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For The Fiscal Year Ended December 31, 1987 Commission File Number 1-502¢

G A F CORPORATION

Delaware 13-0762027
(State of Incorporation) (LR.S. Employer lden(ification No.)
1361 Alps Road, Wayne, New Jersey 07470
(Addresa of Principal Executive Otfices) (Zip Code)
201) 628-3000

(Telephone Number)

Securities registered pursuant to Section 12(b) of the Act:

Name of Each Exchange on

Title of Each Class Which Register:
Common Stock, par value $1.00 per share New York Stock Exchange
11%% Senior Subordinated Notes due 1995 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
NONE

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section
13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes X No .

As of March 10, 1988, 27,741,371 shares of common stock were outstanding. The aggregate mirket
value of the voting stock held by non-affiliates of the registrant as of March 10, 1988 was $1.288,777,927.
The aggregate market value was computed by reference to the closing price on the New York Stock
Exchange of the registrant’s Common Stock on such date ($52.50). For purposes of this computation,
voting stock held by executive officers and directors of the registrant has been excluded. Such exclusion is
not intended, and shall not be deemed, to be an admission that such officers and directors are affiliates of
the registrant.

DOCUMENTS INCORPORATED BY REFERENCE

‘The Company’s Proxy Statement for the 1988 Annual Meeting of Shareholders is incorporated by
reference in Part I1, ltems 10, L1, 12 and 13.
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PART 1

1tem 1. Business.

The Company, a Delaware corporation, is engaged principally in the manufacture and sale of specialty
chemicals and building materials. The Company was incorporated under the laws of the State of Delaware
in 1929 and has its principal executive offices at 1361 Alps Road, Wayne, New Jersey 07470, telephone
(201) 628-3000. Ualess the context otherwise requires, the “Company” refers 10 GAF Corporation and
its subsidiaries.

The Company’s principal domestic operations are conducted through the following wholly-owned
subsidiaries: (i) GAF Chemicals Corporation {“GAF Chemicals”), which operates seven specialty chemical
plants and three mineral granules plants, (i) GAF Building Materials Corporation (“GAF Building
Materials™}, which operates ten roofing plants, two glass fiber plants and one glass mat plant, and (iii)
GAF Broadcasting Company, Inc. (“GAF Broadcasting"), which owns and operates a classical music FM
radio station, WNCN, in the New York City market. The Company’s international operations are
conducted through a number of wholly-owned foreign subsidiaries, branches and independent distributors.
In addition, a specialty chemical plant is operated by GAF-Hiils Chemie GmbH (“GAF-Hils”), a joint
venture between the Company and Hiils A. G. in Marl, West Germany and a specialty chemical plant is
operated by Alkaril Chemicals Ltd. (“Alkaril”}, a wholly-owned subsidiary of the Company, in Ontario,
Canada.

Financial information concerning the Company’s industry segments required by Item 1 is included in
Note 11 of the Notes to the Company’s Consolidated Financial Statements { the “Consclidated Financial
Statements™) on page F-19 of this Report.

GAF CHEMICALS CORPORATION

GAF Chemicals manufactures and sells two major groups of specialty chemicals ( acetylene derivatives
and surfactants) and a line of nineral roofing granules. These three product lines were organized in 1987
into separate business units, each with its distinct management, manufacturing operatioas and sales force,

Acetviene Derivatives

GAF Chemicals manufactures more than 75 different chemical products derived from acetylene. These
specialty chemicals are sold primarily to the pharmaceutical, cosmetics, plastics, automotive, agricultural,
textiles, oil and gas, paper and paint coatings industries worldwide. Manufacturing is vertically integrated
so that chemicals are upgiaded through numerous chemical reactions and other processing steps which
add value and result in highly specialized and more complex products. These products are marketed in
four groups: intermediates, solvents, polymers and vinyl ethers,

Intermediates are used by GAF Chemicals as raw materials in manufacturing solvents, polymers and
vinyl ethers. These products are also sold to customers who use them in the manufacture of engineering
plastics and other products.

Solvents are sold to customers as high performance products for use in agricultural chemicals,
pharmaceuticals, binder resin and lithographic applications, wire and other coatings, plastics, electionic
microchips and integra.ed circuits, and lubrication oil extraction and gas purification applications. They
are also used by GAF Chemicals as raw materials in the processes leading to the manufacture of polymers
and other downstream products.

Polymers are sold for specific applications under a number of trademarks and tradenames and are
used in other downstream products. V-Pyrol® is used as a diluting agent in the radiation curing industry,
as a comonomer for the manufactur> of viscosity index improvers for premium motor oils as well as
enhanced oil recovery chemicals and as a pigment dispersant. The major applications for polyvinyl
pyrrolidone (PVP) polymers are in the cosmetic and pharmaceutical industries. PVP is used as a binder,
stabilizer, protective agent, dispersant, $lm-former, adhesive detoxicant, viscosity modifier, solubilizer for
pharmaceuticals and other products, drug and vitamin tablet binder, coating agent and processing aid in

1
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fluid bed granulation. Polyplasdone XL and XL10 products are used as drug and viiamin tablet
disintegrants. Polyclare AT and Polyclare 10 are used as clarifiers and chill-hazing agents for beer, wine,
fruit juices and oiher beverages. PVP-lodiae is a water soluble, non-staining, microbiocidal product used
in human and veterinary applications. Gafquat® products are film-forming polymers used in hair care
products like the popular mousse products, as well as conditioners, gels and glazes. Ganex® polymers are
used in cosmetic applications such as water-resistant eyeliner and lipstick, and industrial applications such
as a film-former in shoe polishes and a dispersant in agricultural chemical formulations.

Vinyl Ethers are monomers and copolymers marketed under the jantrez® trademark and are used in
the cosmetic and pharmaceutical fields, primarily in hair and dental care products and in certain other
industrial uses such as film-formers in coating and thickeners in detergent formulaticns.

Surfactanis

GAF Chemicals manufactures and sells a broad line of surTactants ( surface active agents) and specialty
phosphate esters for use in numerous other chemical procucts. Surfactants are organic chemical compounds
that possess detergent, cmulsifying, dispersing, foaming, penetrating and wetting properties. A major part
of surfactant output is used in the production of packaged soaps and detergents for household, industrial
and institutional uses. The balance i< used in pulp and paper making; the manufacture of agricultural
chemicals, cosmetics, polymer emulsions, mets! lubricants, paints and pharmaceuticals; textile and leather
processing; oil drilling operations; and many other products.

GAF Chemicals’ broadest surfactan: product line is the Igepal® series sold primarily to customers for
use in household, industrial and institutional detergents, latex paints and adhesives, and textiles. Other
surfactants produced by GAF Chemicals are soid to customers for the same uses as the Igepal series and
for specialized uses as down-Yole flooding in oil and gas recovery, deresination of hardwood pulps,
corrosion inhibitors, high and low foaming addizives, agricultural dispersants and cos. tetics.

In addition, over the past two years, GAF Chemicals has added complementary product lines through
the acquisition of two surfactaat businesses. In 1986, the Company acquired the surfactants and phosphate
esters businesses of Borg-Warner Corporation, including a manufacturing facility in South Carolina. In
November 1987, the Company acquired Alk«ril, a Canadian-based manufacturer of surfactants and other
specialty chemicals, with manufacturing facilities in Georgia and Ontario, Canada. Alkaril’s product line
includes surfactants, polyelectrolytes, dispersants, polyols, textile processing aids and other materials used
in industrial, agricultural, metal working and consumer products. These acquisitions provide GAF
Chemicals with new technology, increased manufacturing vapacity, multiple manufacturing locations and
additicnal research and development facilities.

Mineral Granules

GAF Chemicals mines and crushes basalt rock from its own quarries, producing various types of
natural and ceramic ~oated mineral granules which it sells to the roofing industry for use as a mineral
surface on asphalt ro. ing. The use of granules in roofing contributes substantially to its weathering
capability and imparts the decorative coloration to shingles. Two groups of by-products from the
marnufacture of granules are also marketed ..: mineral filler for the asphalt coating of shingles and as tennis
court materials,

GAF Chemicals’ granules business continued to grow in 1987 benefiting, among other things, from
the trend among roofing manufacturers to convert production to glass fiber substrate as the glass product
requires more granules per unit of asphalt roofing. In addition. the increased popularity of heavyweight
three dimensional shingles which simulate wood has increased granule demand in that they require more
granules than lower-cost, commodity shingles. Granules and their by-products are sold to asphalt roofing
manufacturers throughout most of the United States and in Canada. GAF Building Materials is GAF
Chemicals’ largest purchaser of granules. These purchases are at market prices.
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Other Froducts

GAF Chemicals is the sole domestic producer of iron penta carbonyl and iron powders used in the
aerospace, electronics, powder metallurgy, food and pharmaceuticals industries. Ferronyl™ iron supplement
is sold as an additive for food and vitamins.

Raw Materials

The raw materials used in the production of chemical products are purchased from a large number of
outside sources, in many cases pursuant to supply contracts, Certain of the raw materials, including
acetylene, are obtained from limited sources pursuant to long-term supply contracts. With respect to
acetylene, GA™ Chemicals is supplied domestically at three locations by two suppliers. GAF Chemicals’
products may aiso be manufactured from butanediol. Except for acetylene, GAF Chermicals believes that,
in the event of interruption of supply of raw materials from current sources, it could obtain adequate
supplies from alturnate sources. With respect to acctylene, adequate supplics could be obtained by taking
increased quantities from remaining sources, increasing shipments of butanediol from GAF-Hils or
obtaining butanediol from other suppliers. .

Raw materials derived from petroleum or natural gas are used in many of GAF Chemicals’
manufacturing processes and, consequently, the price and availability of petroleum ard natural gas are
material to the costs of operations. Generally, in 1987, crude oil prices increased, recovering from previous
years’ low levels. GAF Chemicals has obtained, and expects to continuve to obtain, adequate supplies of
these products at reasonable costs.

In connection with it. mineral granules operations, GAF Chemicals owns three quarries, with provea
reserves of more than twanty vears each, located on property adjoining each of its three plants. Over the
past few years, the Company has ;archased land adjacent to its quarries for additional granules reserves
and increased capacity at these plaats,

International Operations

The Company's international operations, which are consolidated in the results of GAF Climicals,
coasist principally of the marketing and distribution internationally of chemical products manufactured by
GAL' Chemicals in the United States. Subsidiaries and branches are located in various countries of Western
Europe and in Australia, Brazil, Canada, Hong Kong, Japan, Mexico and Singapore. In certain Jocations,
sales are made through distributors rather than through local subsidiaries. Major product lines sold
interpationally include intermediates such as butanediol, acetylenic specialties and surfactants.

The Company’s foreign subsidiaries also market outside of the United States the filtration systems
(consisting of filter bags manufactured by subsidiaries in Canada, Brazil and Belgium and hardware
produced 1o the Compeany's specifications) which are used in the filtration of process liquids in the
pharmaceuticals, cosmetics, paint, food and beverages industries, In early 1988, the Company commenced
operation of a new plant in Brazil for the manufacture of filter vassels to be marketed in South America.

In addition, GAF-Huls, the West German joint venture, operates a specialty chemical plant for the
manufacture of butanediol, butynediol and tetrahydrofuran (THF), which are marheted through the
Company’s and GAF-Hills" sales forces. One of the intermediates produced in that plant, butanediol, is
also sold to GAF Chemicals for use as a feedstock in its United States plants 1o supplement domestic
sources. See “Raw Materials” above.

The acquisition of Alkaril provided the Company with an additional plant for the manufacture of
surfactants and othor specialty chemicals, located in Mississauga, Ontario, Canada,

In 1957, the Company’s international operitions, including export sales from domestic operaticns,
grew by 3.1.3% over 1986, and accounted for anproximately 39.3% of GAF Chemicals’ net sales. The
Company’s international sales benefited from the decline of the value of the dollar as well as from a strong
demand for certain of its acetylene derivatives, particularly in the cozsmetics and pharmaceuticals markets.
The Company does not believe there are any unusual risks attendant on its foreign operations. See also
Note |2 of the Notes to Consolidated Financial Statements on page F-20 for financial information by
geographic areas.
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Patents, Trademarks, etc.

The Company owns approximately 431 domestic and 382 foreign patents and approximatzly 138
domestic and 667 foreign trademark registrations related to the business of GAF Chemicals. The Company
believes its rights under its existing patenis and patent applications to be material in order to mairntain its
present position in the industry. The duration of the existing patents and patent licenses is deemed generally
satisfactory.

Seasonal Variations, Woerking Capital, Customers
Seasonal variations are generally not material to the business of GAF Chemicals.

Inventory balances are generally sufficient to meet customer demand and do not materially deviate
from standards for the industry. GAF Chemicals does not generally provide extended payment terms to
customers.

GAF Chemicals sells o a wide variety ot industrial customers with particular emphasis on the
pharmaceutical and cosmetics industries. No single customer or group of customers under common control
is responsible for sales in excess of 10% oi the consolidated revenues of the Company. In certain instances
a single customer may purchase all, or a significant part, of the output of a particular product. The
Company does not believe that the loss of any one such customer would have a material adverse 2tfoct on
the business of GAF Chemicals.

Backlog, Government Sales, Method ¢f Distribution, Competitive Conditions
Backlog is not material to the business of GAF Chemicals.
Sales to the federal government are not material to the business of GAF Chemicals.
GAF Chemicals sells its products primarily through its own sales force in the United States.

GAF Chemicals is the sole United States producer of a complete line ¢f high-pressure acetylene-based
chemicals. GAF Chemicals competes in its acetylene derivatives line with n major foreign competitor and
with another large company which manufactures substantial quantities of butanediol and THF for its own
use and for sale to others. However, no single company is dominant in the industry with .cspect to these
products.

In the balance of its chemical businesses, GAF Chemicals ccmpetes with many companies, certain of
which are substantially larger than GAF Chemicals and offer a broader range of products. Generally,
GAF Chemicals has responded to this competition by emphasizing produsct innovation, product quality,
reliability of supply and customer service. The Company believes that the great size and diversified nature
of the chemical industry makes it impossible to give a meaningful estimate of the relative position of GAF
Chenicals in the industry.

Research and Development

Research and Development expenses lor both GAF Chemicals and GAF Buiiding Materials in 1987,
1986 and 1985 are presenied in Note | of the Notes to Consolidated Financial Statements appearing on
page F-11. Most of the amounts shown were expended by GAF Chemicals.

As of December 31, 1987, 175 employees were engaged in the Company's research and development,
In 1987, GAF Chemicals continued to expand its commitment to its research and development activity
with new products, new processes. new applications for existing products and custom-tailored products 1o
respond o specific customer needs and changing safety and health requirements in the U.S. and abroad.
This research and development program. which has grown substantially cach year since 1983, led to the
design, testing and production for sale or customer evaluation of a number of new or improved products
in each of its product lines in 1987, including the introduction into the market of the first two Surfadone™
products, which combine GAF Chemicals’ surfactant and acetylene chemistries.

The Company expended $674,000, $911,866 and $568,45]1 on customer-sponsored research and
development services for the years 1987, 1986 and 1985, respectively.

4
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GAF BUILDING MATERIALS CORPORATION

GAF Building Materials manufa:tures and sells roofing materials to the resideutial and commercial
industries.

Residential Roofing
GAF Building Materials 1s a leading manufacturer of a complete line of residential roofing products.

GAF Building Materials’ principal products are its Sentinel®, Royal Sovereigne, GAF Wood Line™
and Timberline® branc -hingles. Shingles are made from fiber glass mat, coated with waterproofing
asphait on both sides and surfaced with ceramic coated mineral granules. Sentinel shingles are GAF
Building Materials’ standard strip shingle line and residential volume leader. Royal Sovereign shingles
are designed to capitalize on the emerging “middie market” for quality roofing shingles at a slightly higher
price than siandard Sentinel shingles. Timberline premium ronfing shingles are a heavyweight and
laminated product which offers the appearance of a wood shake shingle but with a superior fire resistance
an< durability. GAF Wood Line shingle, a newly designed mid-weight laminated asphalt shingle with a
Class A fire vating, is expanding nationally, and gaining acceptance by builders as an economical trade-up
for buyers of :irip shingles.

Timber:e:(™ hip and ridge shingles and Weather Watch™ ice and water bairier, a waterproof
underlaymeant, ‘were successfiilly introduced in 1987, The introduction of these products enabled GAF
Building Materials to be first in the industry to offer a complete system of residential roofing components.

Commyrcial Roofing

GAY Building Materials markets a iull line of built-up roofing and modified bitumen producis and
accessories for use in the application of commercial roofing. These commercial products are assembled on
the roof by applying successive layers of roofing membrane with asphalt, and, in some applications, gravel.
Therma! insulation may be applicd beneath the membrane.

GAF Building Materials manufactures a quality glass membrane under the trademark GAFGLASe,
which s made from asphalt impregnated glass fider mat, for use as a component in built-up roofing, GAF
alsc manufactures base sheets, fashings, and package asphalt for use in these systems. In addition, GAF
Building Materials se'ls accessories such as vent stacks, roof insulation fasteners, cements and coutings.

Introduced in 186, mcdified bitumen products sold under the trademark Ruberoid® MB were \ary
successful in 198%, erpecially 'n small re-roofing appiications. These products consist of a roofing membrane
utilizing} polymer modified asphalt reinforced with a tough polyester nonwoven mat. Modified bitumen
system. provide high performance characteristics, such as weather and water resistance, and labor cost
savings <lue to ease of application.

Raw Matverials

The major raw materials reouired for the manufacture of GAF Building Materials’ roofing products
are asphait, glass fiber, glass fibes mat, filler ( 2enerally crushed or pulverized liv.-»stone, granite or sand )
and granules. Asphalt and filler are wvailable from a large number of suppliers. GAF Building Materials
curreatly has contracts with several of these suppliers, with others available as substitutes.  Prices of most
raw marterials have been reasonably sia.le, nsing moderately with general industrial prices. ‘The pnce of
asphalt tends to move in step with the price of crude oil. GAF Building Materials has obtained, and
expects to conlinue 1o obtain, supplies of raw marcrials at reasonable costs  Five of GAF Building Materals*
roofing piants have easy access to deep water ports allowing delivery of asphalt by ship, the most economical
means of transport. (GAF Bwlding Matenals has a plant which makes glass fiber mat for internal
consumption and two piants which manufacture chopped glass fiber (or mat substrate, permitting complete
integration of the roofing manufacturing process.

G-I_EPA0021171



Patents, Trademarks. etc.

The Company owns approximately 41 domestic and 46 foreign patents and approximately 65 donwstic
and 185 foreign trademark registrations related to the business of GAF Building Maierials. The Compsny
believes the patent protection covering certain of its products to be material to those products. but patents
are not of material significance 1o the business o' GAF Building Materials, nor ta the industry generally.
Tt.e duration of the cxisting patents and patent licenses is deemed generally satisfactory.

Seasonal Variations, Working Capital, Customers

Saies of roofing products in the northern regions of the United States generally deciine during the
winter months due to adverse weather conditions. To mainiain a more constant level of manufacturing
and sales, GAF Building Materials has followed in 1987, as well as in previous years, the practice of
“winter dating” in such regions, pursuant to which advantageous extended credit terms are offered to !
creditworthy cusiomers who order and accept delivery of roofing product: during the winter months, A ’
“winter duting” program is also being offered to customers in 1988.

No single customer or group of customers under commor. con? ‘ol is responsible for sales in excess of
10% of the consolidated revenues of tke Company.

Genorally, GAF Building Matesials’ inventory practices include increasing inventory levels throughout
the first quarter in order to muet peak season { April through October) demand.

Backlog, Government Sales, Meth.d of Distribution, Competitive Comnlitions
Backlog is not material to the business of GAF Building Matcrials.
Szles to the federal government aie not materl to the business of GAF 8Building Materials.

CAF Building Materials markets its roofing provucts through is own sales Turce with district sales
offices located across the United States, A major portion of its sales are to wholesale distributors who
resell to roofing contractors and dealers. The remainder of the sales ace either to retailers whao sell to the
consumer market or direct sales 1o the construction industry.

The roofing products industry is highly competitive and includes at Jeast six major competitors,
including GAF Building Matcrials, and numerous smaller regional competitors. Cumpetition & based
largely upon product and service quality, distribution capability, price and credit terms. GAF Building
Materials is well positioned in the marketplace as a result of strong saies and distribution capavalities,
favorable raw material costs and broad product lines.

For several years, prices in the roofing indusiry have declined. To meet this irend, GAF Building
Materials maintains aggressive programs to reduce raw material ard other costs, zutomate production
facilities, inttoduce new products, emphasize sales of profitable high value-added products and miaintain
sales at a relatively high level in relation to plant vapacities.

Research and Development

GAF Building Materials is engaged in new products develupmerit and process improy *ments which
have led 10 cost sav ngs, increased manufacturing efficiencies and the introduction of five paw major
products i1n the past 4 years: the Royal Sovereign and GAF Wood Liae shingies, Ruberoid MB moditied
bitumen. Timbertex np and ridge and Weather Watch underlayment In addinon, GAF Building Materials
just announced the following new product introductions: in the commetrcial roofing area, GAFGLASe Ply
#6 high-streng:h membrane and new flashing accessories for the Ruberoid MB line; in the residential
roofing area. Slateline'™ asphalt shingle which offers the appearance of shaie, & Cluss A fire rating and
labor savings hecause of its extra large dimensmon.

GAF BROADCASTING COMPANY, INC.

GAF Broadcasung owns and operates WNCN, 104.3-FM, a commercial radio staton broadeasting
classical music and cubturs| programs in the New York Citv metropolitan area. WNCN it on the air 24
bours a day, 7 days u week. GAF Broadcasung alsv publishes a monthly magazine, Keynote, which is
devoted to classical music and the ans and includes a pragram gurde for the radio stavon

See “ltem 3. Legal Proceedings™ below for a descaption of a pending Lawsuit concerning WNCN

&
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Protection of the Environment

The discussion as to asbestos-related and environmental lawsuits involving the Company, and
appearing in response to “ltem 3— Legal Proccedings™ below, is incorperated herein by reference.

Since 1970, a wide variety of federal, state and local environmental laws and regulations have been
adopted and continue to be adopted and amended. By reason of ihe nature of the Company's past and
present operations and certain of the substances which are, or have been, used, produced or discharged
by th: Compuny’s plants, capital expenditures and increased operating cxpenses, the amount of which
cannct be estimated ai this time, may be occasioned by the Company's continuing efforts to comply with
applicabile laws and regulations or otherwise 10 deal responsibly with environmental matters.

The Company belicves that compliance with environmental control requiremems will not maerially
affect its earnings and its competitive position in the industries in which it is engaged. The Company
currently rzs plans to invest approximately $8 million in 1988, $10.5 million in 1989 and $9.4 million i
199G in pollution .oat.m. nt facilities. Imposition of future, more stringent requirements it waste water
discharge and ground water protection may require capital expenditures not included in the ameunts stated
above,
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Executive Officers of the Regisirant

The following table sets forth the names, ages, present positions and business experience for at least
the last five years of all executive officess of the Company. Officers are appointed to serve until the meeting
of the Board of Directors fol'owing the next Annual Meeting of Sharehiolders and until their successors
have been elected and have qualified.

Numie

Samuel J. Heyman (1){231{3){4) 49

James T. Sherwin (1)(3)....cc0r..... 54

Heinn F. Tomfohrde. Ul.............. 54
Carl R. Eckardt {(1).....ceoecourvvrenee. 57
John A, Brennan.......covicnnviins 36
Irving Kagan.....conviimimneinn. 32
Joel A ASEN ..ot et 37

(1) Member, Board of Directors

(2} Member, Executive Committee
{3} Member, Retirement Committes
(4} Member, [nvestiment Committee

Age

Present Posiiion

Chairman of the Board and
(l:ggr Executive Officer since

Yice Chairman and Chief Ad-
:ngig‘i‘strative Officer  since

Executive Vice President and
President, GAF Chemicals
Corporation since 1987

Executive Vice President, Cor-
?g;a?te Development since

Executive Yice President and
President, GAF Building
Materials Corpuration
since 1987

Senior Vice President, General
f:&xg.sei and Secretary since

Senior Vice President, Treasury
and Business Development
since 1987

Prior Business Experience

Chief Executive Officer, Manager and Gener-
al Partrer of closely-held companies and
partnerships whose investments include
commercial real estate and a portfolio of
publicly traded securities held largely in
conngction with arbitrage related invest-
ments

Executive Vice President—Finance and Ad-
ministration, GA¥ Corporation, 1974 to
1983. Mr. Sherwin has been employed by
GAF Corporation in various other posi-
tions since 1960; Executive Vice President
and Chief Financial Officer, Triangle In-
dustries, May 1983 (o May 1984,

Group President, Specialties & Services
{ 1986-1987), President and Chief Opera-
ting Officer, Consumer & Industrial Prod-
ucts & Services { 1985-1986), Executive
Yice President, Engineering & Technology
Services ((983-1985) and a director
(1985-i987), Union Carbide Corpora-
tion.

Senior Vice President, Chemicals ( 1984.
1987), President, Chemicaiz Division
{1985-1987), Vice President (1979-
1984), GAF Corporation; President. GAF
Chemicals Corporation { 1985-1986). Mr.
Eckardt has been employed by GAF Cor-
li'agf’:tion in various othei positions since

Senior Vice President, Building Materials
(1984-1987), Prasident, GAF Building
Materials Divirion (1985-1986), Vice
President (1977-1984), GAF Corpora-
tion; President, GAF Building Maierials
Corporation ( 1986-present). Mr. Brennan
has been employed by GAF Corporation
in various other positions since 1971,

Senior Vice Prosident & Genera! Counsel,
The Hertz Corporation { 1983-1686). Mr.
Kagan served in various other legal and
managem=nt positions from 1968-1983
with The Hertz Corporation.

Yice Presideut, Treasury & Business Deavel-
opment ( 1985-1986), GAF Corporation;
Corporate Manager of Business Develop-
ment, General Electric Corporation ( 1984-
1985); Manager, Business Development
& Marketing Operations, Manager-Opera-
tional Planning & Business Development,
Manager-Operations Analysis & Strategic
Planninf. encra! Electric Credit Corpo-
ration ( 1981-1984),

No arrangements or understandings exist between any executive cfficer and any other person pursuant
to which the officer was selected as such, There is 10 family relationship between any of the executive

officers.
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Employees

At January 1, 1988, the Company employed approximately 4,635 people worldwide. At such date,
approximately 1,809 employees in the United States and Canada were subject to 21 union contracts, which
are effective in most cases for two-or three-year periods. Of these contracts, 8 have expirad or will expire
in 1988. During 1987, there were no strikes or work stoppages,

The Company has in effect various benefit plans which include a non-qualified deferred compensation
pian for a group of executives, a capital accumulation plan for its salaried employees, a flexible benefit
plan for its salaried employees, a retirement plan for its hourly paid employees, and group insurance
agreements providing life, accidental death, disability, hospital, surgical, medical and dental coverage. In
addition, the Company has contracted with various health maintenance organizations to provide medical
benefits. The Company and, in many cases, the employees contribute to the cost of the above described
plans.

Oiher Corporate Developments

‘The Company kolds a variety of short-term investments in domestic and foreign instruments, including
preferred and common stock, fixed income securities and tisk arbitrage, dividend capture and stock /futures
arbitrage positions, commercial paper, and repurchase agreements, seiected to maximize income return.
The average amount invested in these programs during 1987 was approximately $647 million. These
investments are reviewed on a regular basis by the Audit Committee of the Board of Directors and by the
full Board.

The Company from time to time purchases securities in other corporations. During 1986, the Company
acquired over 9% but less than 10% of the outstanding common stock of Borg-Warner Corporation (“Borg-
Warner”) and CBI Industries, Inc. (“CBI"). During 1987, the Company made a tender offer proposal
for Borg-Warner but subsequently tendered its holdings into a competitive tender offer. (See description
below.) As of the end of 1987, the Company ~ontinued to hold its position in CBI, as well as positions in
the stock of other publicly-owned companies. Financial information conceriiing the Company’s investments
is included in Note 2 of the Notes to the Consolidated Financial Statements on page i‘-12 and in Schedule
I, on page S-1.

After having accumulated an additional 9.9% of the outstanding common stock of Borg-Warner during
the first quarter of 1987, bringing the Compaay’s holding in Borg-Warner to approximately 19.9%, the
Company, on March 31, 1987, made an all-cash merger offer to Borg-Warner at $46 per share for all of
that company’s outstanding common stock. After Borg-Warner's announcement that it had endorsed a
competitive offer made by an affiliate of Merrill Lynch Pierce Fenner & Smith, Inc., the Company
announced on April 27, 1987 that it had Jdecided to withdraw its offer and then tendered 16.4 million
shares of common stock of Borg-Warner into the Merrill Lynch offer. The Company’s remaining shares
wer: exchanged in the third quarter for cash and bonds. As of December 31, 1987, the Company had
realized a pretax profit, after expenses, of approximateiy $206 million in connection with this investment.

The Company announced on April 27, 1987 that its Board of Directors had authorized the repurchase
of up to three million shares of the Company’s common stock for cash in open market purchases and
privately negotiated transactions. As of August 5, 1987, the lasi date on which repurchases were made
pursuant to the April 27th authorization, the Company had repurchased 2,121,469 shares at a total cost of
$103.1 million, an average price per share of $48.62.

On September 8, 1927, the Company received a proposal for a buyout of the Company (rom a
management-led group headed by Samuel J. Heyman, the Company’s Chairman and Chief Executive
Officer. Under the proposal, shareholders would have received $64 in cash and $2.50 principal amount of
15% junior subordinated debentures for each share of common stock of the Company. On October 19,
1987, Mr. Heyman advised ti:e special committee of independent directors of the Company, appointed to
evaluate the buy-out proposal on behalf of the Company ( the “Special Committee™), that the management
group intended to reconsider its acquisition proposal in light of then current stock market conditions.

On Octaber 20, the Board of Directors withdrew the April 27th authorizztion to repurchase up to three
million shares of cormnmon stock of the Company and, under a new program, authonzed the repurchase of

9
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up to seven million shares for cash in open market purchases and privately negotiated transactions. As of
December 4, 1987, the last date on which repurchases were made pursuant to the October 20th authorization,
the Company had repurchased 5,857,200 shares at a total cost of $219.9 million, an average cost per share
of $37.54.

On December 14, 1987, the Company received a revised proposal for a buy-out of the Company from
the management group, which offered to pay $40 in cash and $8.50 principal amount of 13% junior
subordinated debentures for each share of commeon stock of the Company.

On February 29, 1988, the Company entered into an agreement with the management group under
which it was agreed that the Company’s Board of Directors would submit to shareholders an increased
offer from the management group to acquire the Company. Under the terms of the increased cffer,
shareholders would receive for each of their shares $46 in cash and $6.50 principal amount of junior
subordinated debentures intended to have & value of at least $5 on a fully distributed basis. Pursuant to
the terms of the agreement, the Board of Directors will submit for shareholder approval an amendment to
the Company’s charter empowering shareholders to act as and in place of the Board to enter into a merger
agreement. If a majority of the outstanding shares of common stock approves the amendment, shareholders
would then decide whether the merger agresment with the management group should be executed. A
second shareholder vote would thereafter be t2quired under Delaware law to consummate the merger.

The management group has informed the Ypecial Committee that it expects to finance the transaction
primarily with its own funds and bank borrowings under a syndicated loan from a group of banks to be
led bv The Cluse Manhattan Bank, N.A., with a portion of the transaction being financed through an
underwritten offering of senior subordinated debt securiies.

Although the Special Committee was unable to endorse the proposal because of the beliet of all of
the members of the Special Committee that it does not adequately reflect the long-term values of the
Company, the majority of the Special Committee believed that shareholders should be afforded the
opportunity to consider the revised offer in light of the opinion of Salomon Brothers Inc, retained by the
Special Committee to evaluate management’s proposal, that such proposal is fair to shareholders from a
financial point of view and of the instructions of the Special Committee to Salomon Brothers to solicit other
possible purchasers for the Company. The decision to submit to sharcholders the charter amendment and
the merger proposal was made by five of the seven members of the Special Committee (with Messrs.
Daniel T. Carrol! and Wiltiam P. Lyons, who do not favor submitting the charter amendment for
shareholder approval, dissenting). Under the terms of the agreement, if an economically superior
alternative proposal is received for the Company, the Special Committee may terminate the agreement
with the management group.

It is expocted that shareholders will consider the charter amendment and the management group’s
merger proposal at the Company’s 1988 Annual Meeting, which will be held after a registration statement
with respect to the debentures to be issued in the merger is declared effective and a proxy statement is
mailed to shareholders.

Item 2. Properties.

The corporate headquarters, principal research and development laboratories, general administrative
and financial operations and principal electronic data processing facility of the Company and of its
subsidiaries, GAF Chemicals and GAF Building Materials, are located on 100 acres of land and in 10
buildings at 1361 Alps Road, Wayne, New Jersey 07470. The Company leases the facilities and land from
a wholly-owned subsidiary, GAF Realty Corporation. The premises are subject to a first mortgage.

The WNCN-FM studio and GAF Broadcasting are located in leased offices at 1180 Avenue of the
Americas, New York, New York 10036.

The Company’s principal domestic and foreign real properties are either owned by, or leased to, the
Company or its subsidiaries as described in the list below. Unless otherwise indicated, the properties are
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owned in fee.

In addition to the principal facilities listed, the Company maintains sales offices and

warehouses in the United States and in nineteen foreign countries, substantially all of which are in leased

premises under relatively short-term leases.

Location

Alabama
HUntsVIlle ...t iierecne s et ameses
MODbILE ...coccviviei it crnscereneesrescnetismnearas
California
0 7117:1 T SRR

Florida
TAMPA ccerrvrrcrrrrerarasnsrninirsmmsenererirsirssans
Georgia
Savannah.....ov
WINAET. .o cnnnsinasniecasmsassstiansensen

Indiana
Mount Vernomn...........cieenimmircnsincennenne

Kentucky
Calvert City v

Maryland
Baltimore......cceooeineennimersensereenerisesaaans
Hagerstown ........ocvinvniniinannniiinnn

Massachusetts

Minnesota

Minneamlisiii"‘-iNIN"II"COO"" LATELRLR LT L
Missouri

ANNAPOLIS «.ovvernneriariainmemeninesrniinraee
New Jersey

Bound Brook ...
Linden ....

s

New York
INEW YOTK...ovimriornriinmmrionenvuonsiansanns
Pennsylvania .
Blue Ridge Summit.......ccoooocniniinncnns

South Carolina

L LT T I TP YL TT Y T TR TTTY

Tennessee
Nashville ..o.ccoovnriiiiimni e,

Texas
Dallas ..o e
Seadrift..,
Texas City ..
Wisconsin

Facility

Planmt*
Flant, Sales Office

Plant, Sales Office
Plant

Plant, Sales Office

Plant, Sales Office
Plant, Sales Office, Research

Plant, Sales Office
Plant

Plant
Research

Plant, Sales Office
Plant, Sales Office, Warehouse*
Plant, Quarry

Plaat, Sales Office

Plant, Sales Office

Corporate and Subsidiaries Head-
quarters*, Administrative Offices*,
Research*

Office, Studios*

Plant, Quarry
Plant, Sales Office

Plant
Plant

Plant, Research

Plant, Sales Office
Ptant
Plant

Plant, Quarry

11

Segment

Chemicals
Building Materials

Building Materials
Building Materials

Building Materials

Building Materials
Chemicais

Building Materials
Chemicals

Building Materials
Chemicals ( granules)

Building Materials
Building Materials
Chemicals { granules)

Chemicals ( granules)
Chemicals
Corporate, Building
Materials, Chemicals

GAF Broadcasting

Chemicals { granuies)
Building Materials

Building Materials
Chemicals

Building Materials

Building Materials
Chemicals
Chemicals

Chemicals ( granules)
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INTERNATIONAL

Belgium
Sillt'NiklaaS LT EXTTLITIITT sales Omw, Chemicals
Distribution Center
Brazil
520 Paulo oo, Plant®, Sales Office,* Chemicals
Distribution Center*
Canada
Mississauga, Oatario.....vecmiirinann Sales Office,* Chemicals
Distribution Center”
Mississauga, Ontario.. ..., Plant, Sales Office, Chemicals
Research
Great Britain
Guildford.......oemnmninmenneen, - Buropean Headquarters®, Chemicals
Research
Singapore
Singapore ... cmmnaannans Sales Office®, Chemicals
Distribution Center,*
Regional Headquarters,*
Warehouse*
Affiliate:
GAF-Huls Chemie GmbH
Marl, West Germany................  Plant, Sales Office Chemicals

* Leased Property

The Compary believes that, in general, these plants and facilities, which are of widely varying ages
and of different types of coastruction, have been adequately maintained, are in good condition and are
suitable and adequate for the Company’s operations. The Company’s major facilities are, in general,
satisfactorily utilized and in certain product lines operated in 1987 at near or full capacity. Each plant has
adequate transportation f{acilities for both raw materials and finished products. As part of the Company’s
continuing capital expansion and improvements program, major projects for the renovation of some of the
plants and installation of new equipment have bsen completed in 1987 and more are planned. Capital
expenditures were $65.9 million in 1987 and are expected to be approximately $74 million in 1988.

Item 3. Lega! Proceedings.

As of December 31, 1987, the Company was a co-defendant in approximately 33,000 pending lawsuits
involving alleged health claims relating to the inhalation of asbestos fiber. The Company has resolved
approximately 24,000 other lawsuits involving similar claims through December 31, 1987. The great
majority of these cases have been filed in the last saven years. It is anticipated that additional suits will be
filed by percons allegedly exposed to asbestos at sites where it is claimed asbestos containing materials
manufactured by the Company and others may have been used. It is impossible to predict the number of
such additional lawsuits. In 1971, the Company discontinued the sale of its principal asbestos insulation
products and in 1975 withdrew from sale of all asbestos products except products in which the asbestos
fiber was fully bonded or encapsulated, which products the Company discontinued in 1981,

In May 1979, the Company commenced an action in the Los Angeles, California Superior Coun
against its insurance carriers te obtain a judicial determination that the defendants are obligated to defend
and indemnify the Company, under policies issued from 1947 to 1979, in all present and future asbestos
bodily injury cases. In addition, the Company sought compensatory and punitive damages for breach of
insurance contracts, violations of the California Insurance Code, bad faith and certain other claims. The
action v as later consolidated in the San Francisco Superior Court with actions by other asbestos producers
against their insurers. Trial commenced in March 1985, and a decision on the third phase of this case was
rendered on May 24, 1987, with the Court holding, inter alia, that insureds are entitled 10 covciage for
asbestos personal injury claims under all insurance policies in effect from the date of the claimants’ initial
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exposure through the earlier of diagnosis of disease or death. The remainder of the trial is expected to
continue through 1988 or ionger due to the numerous and complex insurance coverage issues and the
number of litigants.

In January 1987, the Company entered into settlement agreements wiih five of its defendant-carriers
in the California litigation described above. These five settlements resolve all of the Company’s outstanding
claims against these insurers with respect to their asbestos bodily injury coverage and will provide the
Company with substantial insurance with respect to pending and prospective asbestos bodily injuy claims
and related expenses. These carriers have been dismissed from that litigation. However, the Company’s
suits against the remaining insurers in that litigation continues. Additionally, in October 1986, the Company
commenced a declaratory judgment action in Los Angeles, California Superior Court with respect to the
obligations for asbestos bodily injury coverage of certain underwriters at Lloyd’s and British insurance
companies under liability policies issued to the Company for the years 1979 to 1983.

In connection with the settiements described above, the Company joined the Wellington Asbestos
Claims Facility (the “Facility”), an organization of insurance companies and asbestos producers formed
in 1985 to coordinate the administration of asbestos boditv injury claims. From and after J anuary 7, 1987,
the Facility has also assumed defense and settlements of the Compauy’s pending, threatened and future
asbestos bodily injury claims. The Company’s share of the costs uf settlements, judgments and legal
expenses, with respect to all claims handled by the Facility, are borne by the Facility, which is reimbursed
by the Company’s insurers on the basis of the amounts provided under the Facility’s agreement with the
Company, and to the extent of the coverage afforded the Company under its policies of insurance and the
settlement agreements. At the same time, the Company entered into a separate agreement with another
insurer, with which the Company had previously settled its insurance coverage claims, so as to conform
the Company's arrangement with such insurer regarding such settlements and with the Compuny's entry
into the Facility.

In the opinion of management, based in part on the opinion of its General Counsei with respect 1o
the aforesaid health claim lawsuits, the California litigation described above, the aforesaid January 1987
settlements with certain insurance carriers and the Company’s entry into the Facility, the ultimate disposition
of such lawsuits and litigation will not have a material adverse effect on the Company’s financial position.

As of December 31, 1987, the Company was a defendant in approximately 76 pending actions
commenced by schoo! districts, municipalities and srmilar governmental entities and building owners which
allege economic and property camage or other injuries in schools or public and private buildings caused,
in whole or in part, by what is vlaimed to be the present or future need to remove astestos material from
those premises. The plaintiffs scek to recover the cost of inspections, removal and/o" the replacement of
asbestos materials plus health sireening examinations, counsel fees and expeases inurred in connection
with the litigation and compens:tory and punitive damages. Thase actions ae still in early stiges. One
of these lawsuits, in the U. S. Dictrict Court for the Eastern District of Pennsylania, has been centified as
a class action for certain issues, including punitive damages. This case is ir the pre-trial stage. The
Company did not sell asbestos spray or acoustical ceiling products, which are tie primary products being
removed from buildings.

In October 1983, the Compan, filed a lawsuit in Los Angeles, California juperior Conrt against ity
past insurance carriers to obtain a judicial determination that defendants are obligated to defend and
indemnify the Company in the asb.:stos-in-building cases referred to in the pieceding paragraph. The
Compaay is seeking declaratory relief as well as compensatory damages. This action is presently in tha
pre-trial pleading stage. The partie; have agreed to hold this action in abeyan:e until such time as they
are better able to evaluate developnients as they may occur in the underlying asbestos-in-building cases.
One of the Company's insurance csrriers is currently paying, uncer reservations of rights, all eosts of
defense of the asbestos-in-building 1.tigation. Because such litigation is in its early stages and evidence
and interpretations of important leg::l questions are presently unavailable, it is not possible to predict the
future of such litigation. In the opinisn of management, based in part on the opinion of its General Counsel
with respect to the aforesaid asbestai-in-building lawsuits and the October 1983 litigation described above,
the ultimate disposition of such lawsuits and litigation will not have a material adverse effect on the
Company’s financial position.
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On February 2, 1%1, an acuun was commenced against the Company and GAF Broadcasting by
Concert Radio, Ing. in the Supreme Court, County of Nuw York, seeking specific performance, or, in the
alternative, camages arising out of the alleged breach of an option agreement for the purchase of radio
station WNCN. In 1984, the trial court ruled in favor of the plaintiff and ordered specific performance of
the option agreement. The Company appealed such judgment to the New York Supreme Court, Appellate
Division. In May 1985, the Appellate Division affirmed the trial court ruling that the Company has
breached the option agreement to sell radio station WNCN to Concert Radio, Inc., but reversed the portion
of the judgment ordering specific performance, thus limiting plaintiff to monetary damages for which a
new trial was ordered. In May 1987, the parties stipulated damages at $2,500,00C s interest, and
judgment was entered in August 1987, Plaintiff then moved in the Appellate Division wave to appeal
to the Court of Appeals the denizl of specific performance. In November 1987, the ~late Division
denied leave and plaintiff subsequently moved in the Court of Appeals for leave to app.. .. The Company
has cross-moved for leave to appeal The motion and cross-motion are pending.

The Company is a party to a variety of administrative proceedings and lawsuits involving environmental
matters, including being named as a defendant, together with numerous other companies, in several lawsuits
under tue Comprehensive Environmental Response, Compensation and Liability Act (commonly known
as “CERCLA" or the “Superfund Law”) and similar state laws which seek to recover from generators of
hazardous waste the cost of cleaning up so-called “orphan® waste disposal sites, Most of the lawsuits
involving orphan dumpsites are in the ea:ly stages. Due to the practices of waste disposal haulers and
disposal facilities prior to adoption and implementation of the environmental laws and regulations, evidence
is difficult to obtain or evaluate and important legal questions have not yet been answered. The Company
plans to sdak dismissal of some of the lawsuits and proceedings on grounds that there appears to be no
substantial evidence that there is any hazardous waste ol the Company present at the dumpsites in question.
In other cases, the Company will seek such resolution as may be appropriate. In each lawsuit, it is expected
that liability, if any, will eventually be apportioned among the companies found responsible for the presence
of Lazardous waste at the dui \psite. Based on evidence presently available, it is impossible to predict the
evantual liability of the Company in these orphan dumpsiie lawsuits. In the opinion of management, based
in patt on the opinion of its General Counsel, these lawsuits should be resolved gradually over a period of
years for amounts which are not material in the aggregate to the business or financial position of the
Company.

Each of the directors {except Messrs. Sherwin and Eckardt) is named as a defendant togerher with
the Company in a lawsuit commenced in New York State Supreme Court, New York County, by Jesse
Wrerer, the former Chairman and Chief Executive Officer of the Company, alleging that they wrongfully
prevented him from exercising options to purchase 240,000 shares of common stock of the Company and
sseking to recover $800,000 in compensatory damages and £5,000,000 in punitive and exemplary damages.
In April 1986, Werner died and his estate was substituted as a party in all proceedings. A motion to amend
the complaint, onposed by the Company, to increase the damages sought to $13,897,000 and $20,000,000,
respectively, based primarily on the increase in the price of common stock since the commencement of the
action, has been granted, The Court, however, ruled, in response 1 a2 motion by the Company, that the
estate would be precluded from introducing evidence in support of its amended compensatory damage
claim, and that daniages, to the extent any are awarded, must be measured by and limited to the difference
between the market price of the stock at the time exercise of the option was denied to Werner and the
exercise price of ths options. In the alternative, the amended complaint seeks specific performance of
Wemer's options. In March 1954, the Company commenced a lawsuit in New York State Supreme Court,
New York County, against Werner and certain former directors of the Company seeking to recover
compensatory damages in connection with Werner’s compensation arrangements and costs incurred in
waging the 1983 proxy contest plus $50,000,000 in punitive damages. A third party complaint filed against
Mr. Sherwin in that action has been dismissed by the Court. Wemer also commenced an arbitration
proceeding with respect to his employment agreement, dated September 17, 1981, which the Company
declined to perform after the present management assumed offce in Dacember 1983. In June 1987, the
arbitration panel awarded Werner's estate the sum of $2,827,191, including interest, in disposition of the
estate’s claim of $7,590,317, which award has beea paid by the Company. The foregoing lawsuits brought
by Wemmer's estate and the Company are continuing. Under the Company’s By-Laws and the Delaware
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General Corporation Law, the present and former directors and officers of the Corporation are entitled to
indemnification against certain liability, costs and expenses in any action, suit or proceeding as a result of
their service in such capacity unless it is finally determined that they failed to act in good faith and in a
manner which they reasonably believed to be ir, or not opposed to, the best interesis of the Company.
The Company maintained company reimbursement and directors and officers liability insurance policies
which were in effect during the period when the foregoing lawsuits were commenced and which should
provide for reimbursement of amounts that might be paid in fulfillment of such indemnification obligation.

Several lawsuits are pending in the courts of New York and Neclaware which were commenced by
shareholders of the Company during the 1983 proxy contest as a r2sult of which Samuel J. Heyman
replaced Werner as Chairman and Chief Executive Officer. These lawsuits name as defendants Werner,
and certain former directors, including James T. Sherwin, who is a present director. The compiaints in
these lawsuits make a vzristy of allegations against the formcr Chizf Executive Officer and the former
directors including mismanagement, corporate waste, breach of fiduciary duties and securities law violations.
The defendants have answered and denied these allegations, The former directors may be entitled to
indemnification by the Company and coverage under its directors and officers liability insurance policy to
the extent described in the preceding paragraph.

In response to the management-led group's September 8, 1987 buyout offer (sce “Item 1 —Other
Corporate Developments™ above), 21 actions were commenced in the Delaware Court of Chancery, New
Castle County. By order of the court, these actions were subsequently consolidated into one action. The
Company and all of its present directors were named as defendants in the consolidated action. The
consolidared action was styled as a class action and was brought on behalf of all shareholders of the
Company other than the named defendants. The action alleged, inter alia, that the price proposed to be
paid by the management group was inadequate and, as a result, the defendants breached their fiduciary
duties to the Company’s shareholders. The action sought to enjoin the proposcd transaction or to rescind
it in the event it was already consummated. On February 29, 1988, in connection with the management
group’s increased buyout offer and the agreement with the Company to submit that revised proposal to
shareholders in accordance with the procedure described above in “Item 1—Other Corporate Develop-
ments,” the plaintiffs and the defendants entered into an agreement to settle the consolidated action.
Consummation of the settlement is subject to the completion of such additional discovery as may be
necessary and to court approval.

Item 4. Submission of Matters to a Vote of Security Holders.
No matters were submitted to a vote of se ity holders during the fourth quarter of 1987.

PART 11
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Market for Common Stock

On March 10, 1988, the closing price on the New York Stock Exchange for the Corpany’s common
stock was $52%, and there were 19,997 holders of record of the Company’s outstanding cominon stock.
The foltowing information pertains to the Company's common stock, which is traded ¢n the New York
Stock Exchange. ¢

Price Range of Common Stock

Cash Dividenda
Per Common Share 1987 1986
1967 1986 High Low Righ Low
Fin t Quaner .......ccvrmririnn $.025 $.025 5491 $36L s34 821%
Scoond Quaner...ieen 025 025 56 454 3T 12
Third Quarter......cco e 025 025 634 52n % 8%
Fourth Qrarter,.....ccooovvinnes .025 025 64" 3% 4 2%
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1tem 6. Selected Financial Data
See page F-6

Ftem 7. Management's Discussion and Anslysis of Financial Condition and Results of Operation
See page F-1

Item 8. Financial Statements and Supplementary Data
Sec Index on page F-i

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None
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PART If1

Item 10. Directors and Executive Officers of the Registrant.

The information required by Item 10 as to directors is incorporated by reference to the Proxy
Statement for the Company's 1988 Annual Meeting of Shareholders (the “Proxy Statement”) under the
capticn “FLECTION OF DIRECTORS —Board of Directors—Nominees and Continuing Directors™. For
the information required as to Executive Officers, see “liem |. Executive Officers of the Registrant®.
1tem 11, Executive Compensation.

The information required by Item 11 is incorporated by reference to the Proxy Statement under the
caption “ELECTION OF DIRECTORS —Executive Compensation”,

Item 12, Security Ownership of Certain Beneficial Owners and Management.

The information required by Item 12 is incorporatcd by reference to the Proxy Statement under the
caption “THE MERGER —Ownership of Company Common Stock".
Item 13, Certain Relationships and Related Transactions.

The information required by Item 13 is incorporated by reference to the Proxy Statement uader the
caption “ELECTION OF DIRECTORS —Certain Transactions™.
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PART IV

Item 14, Exhibits, Financisl Statement Schedrtles and Reports on Forn 8-K.
The following documents are flled as part of this report:

(a)(1)

(a)(2)

(2)(3)
31
32

33

34
4,

10.]

10.2

t0.3

10.4

10.5
10.6
10.7
10.8

10,9

1.
21.1

22.
24.1

Financial Statements:

See Index on page F-1
Fisancial Statement Schedules:
See Index on page F-1
Exhibits:

—Restated Certificate of Incorporation (See Exhibit 3.1 10 the Company'’s Form 10-K
for the vear ended December 31, 1985).

—Certificate of Amendment of Certificate of Incorporation, as filed with the Secretary
of State of the State of Delaware on April 28. [986. (See Exhibit 3.2 to the Company’s
Forni: 10-K for the year ended December M, 1986)

—Certificate of Amendment of Centificate of Incorporation, as filed with the Secretary
of Suate of the State of Delaware on May 22, 1987.

~~Bylaws of the Company.

—Instruments defining the rights of security holders, including ir.dentures. The Company
hereby undertakes to furnish copies of any long-term debt instruments to the Securities
and Exchange Commission (the “Commission™) upon request.

—Executive Incentive Compensation Plan, £s amended shrough October 18, 1979 (See
Exhibit A( 1) to the Company's Form {3-K {or the year ended Docember 31, 1979),
amendment thereto ( See Exhibit 10.6 1o the Company's Form 10-K for the year ended
Deccmber 31, 1982).

—Plan for the Sale of Restncted and Unrestricted Common Stock to Employees Who
Perform Executive, Administrative or Supervisory Functions {the “Restricted Stock
Purchase Plan™), as amended through September 23, 1982 (See Exhibit 10.7 to the
Company's Form 10-K for the year ended December 31, 1983).

— 1975 Stock Og:on Plan (See Exhibit 10.9 to the Con.pany's Form 10-K for the year
ended December 31, 1982), amendment thereto ( See Exhibit 10.09 to the Company’s
Form 10-K for the year ended December 31, 1982).

—Unanimous ‘writien conseat of the Stock Option Committee, dated July 22, 1982,
amending the Company's stock option agreements to include Limited Rights (See
Exhibit 10.11 10 the Compaay’s Form 10-K for the year ended December 31, 1982).

— 1984 Employee Stock Option Plan (See Exhibit 10.2 to the Company's Farm 10-Q
for *he quarter ended April |, 1984).

—Defesred Compensation Letier Agreement, dated Docember 11, 1985 (See Exhibit
10.7 w the Company’s Form 10-K for the year ended December 31, 1985).

—Amendment to the Restricted Stock Purchase Plan, dated February 24, 1986 (Sze
Exhibit 10.8 to the Company's Form 10-K for the year ended December 31, 1986).

—Letter Agreement, dated February 29, 1988, between the Company and the GAF
Management Group ( without exhibits). (See Exhibit {(¢)(28)(i) w the Company’s
Form 8-K dated February 29, 1988.)

—Consuiting Agreement, daied as of December |, 1984, between the Company and
G.B, Energ? systema,Inc, for the Ferl‘ormance of services by Dr. ). E. Goldman. (See
Exhibit 10.14 to the Company's Form 10-K for the year ended December 31, 1984.)
This contract has been extended, on a month-to-month basis, upen the same terms
and conditions.

-‘Clunlxgg_t’ation of Earnings per Common Share for the Three Years ended December

—The Compeny hereby undertakes 1o file with the Commission a definitive copy of its
Proxy Statement for the 1988 Annual Meeting of Sharcholders by Aprit 29, 1988, or
io provide the Commission with the information for the Part il items hereof under
cover of Form 8 by such date,

—Subsidiaries of the Company.

—Consent of Anthur Andersen & Co., Independent Public Accountants, included at page
F-22 of this Report.
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(b) Reports on Form 8-K.

Two reports on Form 8-K were filed with the Securities and Exchange Commission during the
iast quarter of 1987,

The first one, dated Ocwober 20, 1987, reported that the management-led group headed by Samuel
J. Heyman, Chairman and Chief Executive Officer of the Cospany, iotended to reconsider its
September 8th buyout prorosal. It also reported the authorization by the Board of Directors of the
Company for the repurchase of up to seven miilion shares of common stock of the Company.

The secoad one, dated December 14, 1987, reported that a revised proposal for the management-
led buyou: of the Company was received by the Company.

Referance i made to the description of the foregoing event. appearing in response to “Item 1—
Onher Corporate Developments™,
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
veglatrant has duly caused this report to be signed on lts behalf by the undersigned, thereunto duly
authovized.

GAF CORPORATION

( Registrant)
Date: March 24, 1928
By SaMUEL J. HEYMAN
{Samuel J. Heymau)
Chairman of the Board
and Chief Execative Oifficer

Pursuant o the requirements of the Securities Exchange Act of 1934, this repori has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Siganture Title !j!"_'
Chairman of the Board !
and Chief Executive
SamuiL J. HeymaN Officer March 24, 1988

(Samuel J. Heyeman)

Vice President and

SarLvatort C. BELLINI Controller March 24, 1988
(Salvatore C. Belllai)
Danter T, CARROLL Divector March 24, 1988

(Dnaiel T. Carroll)

Pirector and Executive

CarL R. ECRARDT Vice President March 24, 1988
(Carl R. Eckardt)
Jacos E, GOLDMAN Director March 24, 1988
{Jacob E. Goldman)
SANFORD KAPLAN Director March 24, (988
{Sarford Kaplan)
WILLIAM P, LYONS Director March 25, 1988

{William P. Lyous)

Scott A, ROGERS, JR. Director March 25, 1988
{Scott A. Rogers, Jr.)

Director and Vice
JAMES T, SHERWIN Chairman March 24, 1988

{James T. Sherwin)

WILLIAM SPIER Director March 24, 1988
(Wilillam Spler)
JosePH D. TYDINGS Director March 24, 1988

{Joseph D, Tydings !
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GAF CORPORATION AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Financial Condition

Record eamings before extraordinary credits of $100.1 million in 1987 and $80,7 million in 1986
enabled the Company to generate funds from operations before extraordinary credits of $103.6 million in
1987 and $100.5 million in 1986. Including extraordinary credits of $137.5 million and $212.5 million in
1987 and 1986, total funds from operations were $241.2 million and $313 million, respectively.

These results refiect record earnings by the Company’s Chemicals business. Profits from the Building
Materials business declined in 1987 due primacily to severe pricing pressure, Income on investments was
$97 million in 1987, up from $77.9 million in 1986 and $22.4 million in 1985. In 1987, the Company
realized extraordinary afier tax gains of $97.1 million on its investment in Rorg-Wamer Corporation and
$39.5 million and $201.4 million, respectively, in 1987 and 1986 on its investment in Union Carbide
Corporation.

Pursuant tc a stock repurchase program authorized by the Board of Directors in April 1987, the
Company repurchased 2,121,469 shares at a cost of $103.1 million. On October 20, 1987, the Company
announced that its Board had authorized the repurchase of up to 7 million shares (approximately 21%)
of the Company’s common stock. The Company repurchased 5,857,200 shares at a total cost of $219.9
million, an average cost per share of $37.54, under this program.

As & result of the $323 million outlay of funds for the repurchase programs, the Company’s tolal
assets, shareholders’ equity, working capital, and total cash and short-term investments and marketable
securities decreased in 1987, after increasing in 1986, Shareholders’ Equity, which more than doubled in
1986 to $601.5 million, fxll $93.2 million { 15%) 10 $508.3 million in 1987. Book value per share rose to
$18.34 at December 31, 1987, from $16.94 the previous year due io fewer shares outstanding. Total assets,
which increased $467.9 million (53%) in 1986 to $1.317 billion, declined by $49.3 miilion (4%) in 1987,

Of the iotal assets at December 31, 1987 and 1986, $615.1 million and $864.8 million, respectively,
consisted of cash, short-term investments and marketable securities. Total debt at December 31, 1987 and
1986 was $502.1 million and $483.2 million, Debt as a percent of debt plus equity was 49.7%, 44.5% and
55.7% as of year-end 1987, 1986 and 1985.

Total working capital decreased $136.6 million (28%) in 1987 to $355.6 million, mainly reflecting
$136.4 million lower total cash and short-term investments. The working capital ratio was 3.95:1 at
December 31, 1986 and 2.58:1 at year-end 1987.

Other Assets increased from $61.4 million to $85.4 million, reflecting $10.7 million of equity income
from the Company’s unconsolidated captive insurance company and the 50% ownership of GAF/Huls
Chemie GmbH z2ad $11.4 million of deferred charges. Other Liabilities fell to $72.7 million from $98.5
million last year as a result of settlement of certain liabilities.

In November 1987, the Company acquired Alkaril Chemicals Li:nited (Alkaril), a privately held
Canadian-based manufacturer of surfactants and other specialty chemicals for $70 million. Internal funds
were utilized to finance this acquisition. The acquisition was accounted for by the purchase method of
accounting, resulting in an excess of cost over net assets acquired of $50.2 million (see Not2 5 of Notes to
Consoclidated Financic] Statements).

The Company invests in a variety of short-term domestic and foreign instruments, including preferred
and common stock, fixed income and risk arbitrage securities, dividend capture and stock/futures arbitrage
positions, commercial paper and repurchase agreements, selected to maximize income return. During
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1987, the Company invested an average of approximately $75 million of its cash in revers: repurchase
agreements with various, reputable counterparties, for which mmanagement believes the Company is at
minimal risk

Due to the decline in the stock market during the fourth quarnter of 1987, the Company sustained
realized and unrealized losses in its portfolio of investments. Investments are carried at the lower of cost
or marker, and net unrealized losses at December 31, 1987 of $5.7 milliou: on the aggregate portfolio of
short-term investments are reflected in the Company's results for the year. Unrealized losses, net of tax,
of $22 million in connection with long-term equity investments are reflected as - reduction of shareholders’
euity since management does not deem such losses to be permanent.

The Company's capital expenditures nearly doubled in 1987 to approximately $64 million compared
with $34 million in 1986, with all the expenditures financed with internally generated funds. The higher
capital outlays were principally for increased production capacity at domestic plants.

Resuits of Operations
1987 Versus 1986

GAF in 1987 recorded its fourth consecutive year of record earnings before extraordinary credits.
Income before extraordinary credits of $100.1 million ($2.93 per share) was up 24% over 1986 income of
$80.7 million ($2.22 per share). Income frcm the Chemicals business and GAF Broadcasting reached
record levels, while Building Materials profits declined by 13%.

Net income for 1987 of $237.6 million ($6.96 per share) included $137.5 million in extraordinary
credits, primarily representing $97.1 million in net gains from the second quarter 1987 tender of the
Company’s Borg-Warner shares and $39.5 million in after tax gains relating to the Company’s investment
in Union Carbide. Net income ror 1986 of $293.2 million ($8.07 per share) included $201.4 million in
extraordinary credits resulting from the Union Carbide investment and $11.1 million in extraordinary tax
credits.

Consolidated sales in 1987 of $836.9 million were 11% higher than 1986 sales of $753.8 million,
reflecting increased unit sales for all of the Company’s product lines, which more than offset the negative
effects of lower Building Materials seliing prices.

Consolidated operating income for 1987 of $118.9 million increased 5% from last year’s $113.6 million,
The gross profit margin, which was 34.2% in 1986, improved slightly to 34.3% in 1987 despite higher raw
material costs and a $5.1 million pretax charge ($3.6 million after tax, or 11 cents per share) resulting
from the adoption of the LIFO method of determining cost for a substantial portion of the Company’s
domestic inventories.

Chemicals reporied another year of record profits of $130 million in 1987, a 21% increase over the
previous high of $i07.8 million last year. This marked the fifth consecutive year of record Chemirals
profits. Chemicals sales rose to $431.4 million, a gasn of 14% over last year’s $377.5 million. ‘fhis
performance was due to several factors: significantly higher unit sales volumes in all product lines resulting
from strong demand in all regions of the world; a favorable product mix; continued cost efficiency programs;
and the continued decline in the U.S. doHar coupled with the increased international sales volumes attained
through greater market penetration.

GAF Chemicals further expanded its sw{: ctants business by the acquisition in November 1987 of
Alkaril Chemicals Limited for $70 million. Alkaiil has production facilities in Mississauga, Ontario, Canada
and Winder, Georgia. The results of this acquisition are included in Chemicals' results subsequent to the
date of acquisition. This acquisition follows the 1986 purchase of the surfactants and phosphate esters
businesses of Borg-Warner Corporation. These moves not only give GAF new techaology, but also provide
increased manufacturing capacity for surfactants at four dedicated facilities in North America.

Chemnicals’ return on sales of 30% was up from last year’s figure of 29% and the 1985 figure of 25%.
The operating return on assets declined to 31% in 1987 as compared with 43% last year due to the fact
that the total assets of Alkaril Chemicals were included in identifiable assets, but corresponding earnings
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were only included for the period after the November 10th acquisition date. Total identifiable assets
increased by 67% to $419.5 million as a result of the Alkaril acquisition and an aggressive capital expansion
program. Spending for new and replacement facilities grew to $34 million from $13.4 million in 1986.

The Building Materials business recorded a profit of $26 million in 1987 which was $4 million (13%)
below last year. The 1987 results reflect a charge of $2.7 million related to the adoptiou =f LIFO, Sales
in 1987 increased $28.4 million (8%) to $400.5 millica, reflecting increased unit sales of residential and
commercial roofing products which more than offset the impact of a further decline in selling prices. The
reduced profit was due to the continued erosion of selling prices, which was offset in part by .ncreased unit
sales volume, savings related 10 improved manufacturing efficiencies, and lower raw material costs earlier
in the year. In addition, Building Materials benefited from a more favorable product mix with the continued
sales growth of premium products as well as the addition of GAF Wood Line™, a new mid-weight laminated
shingle introduced early in 1987,

Interest expense increased in 1987 to $54,1 million from last year’s $35.4 nullion, reflecting debt
service on the Company’s senior subordinated notes and debentures which were issued in November 1986,
The higher interest expense was more than offset by higher income from ithe Company’s invesiment
programs. Such income increased in 1987 to $97 million from $77.9 million in 1986 as detailed in Note 2
to Coasolidated Financia' Statements.

Other Expense—net in 1986 consisted primarily of expenses and reservcs in connection with products
no longer manufactured or sold by the Company, partially offset by $8.4 million of equity income from
the Company’s unconsolidated captive insurance company and the 50% ownership of GAF/Huls Chemie
GmbH. Other Expense—net in 1987 reflects lower expenses and reserves relatad 1o discontinued products
and higher equity income of $10.7 million,

1986 Versus 1985

Income before extraordinary credits of $80.7 million increased 49% over the previous high of $54.3
million set in 1985. Income from the Chemicals business and GAF Brosadcasting reached record levels,
while the Building Materials business had its best year since 1978.

Net income for 1986 of $293.2 million inciuded $201.4 million ($5.55 per share) in extraordinary
credits, after taxes and expenses, resulting rom Union Carbide’s January 1986 exchange offer, Carbide’s
special third quarter 1986 dividend and the sale of Carbide shares. In addition, there were $11.1 million
in extraordinary tax credits from the utilization of domestic and foreign opercting loss carryforwards
compared with the previous vear's $23.3 million,

Consolidated sales in 1986 o $753.8 million were 3% higher than 1985 sales of $732 million, reflecting
increased unit sales for most of the Company’s product lines, which more than offset the negative effects
of lower domestic selling prices, primatily in residential roofing. For the three-year period ending in 1986,
sales increased 8%. However, after adjusting consolidated sales for the sale or discontinuance of certain
product lines, sales growth was 23%.

Consolidated operating income for 1986 of $113.6 million increased 29% from the previous year’s
$87.9 million. The gross profit margin, which was slightly under 30% in 1985, improved to 34% in 1986.

Chemicals reported record profits of $107.8 million in 1986, a 16% in.. . ase over the previous high of
$92.6 million for the year 1985, due to: a marked improvement ir: unit sales in most product lines resulting
from strong domestic and internaticnal demand; a favorable product mix; lower raw material prices;
continued cost improvements primarily due to manufacturing eficiencies; and the improved profitability
from international operations reficcting increased market penetration and the continued decline of the U.S.
dollar. These factors more than offset the effect of lower selling prices in a year when pricing in some
product lines was softer than the corresponding decreases in raw materiai prices. Chemicals sales grew to
$377.5 million from $364.4 million.
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Building Materials profits were $30 million in 1986, up 49% from $20.1 million in 1985 and th s third
cons uive year of earnings growth. Sales in 1986 were $372.1 million, up from $363.9 million in 1985,
2s #r iucrease in residential and corumercial roofing unit sales was partially offset by the continued erosion
of xiling prices. The improved profit performance resulted from continued cost control programs,
mav 1 acturing afficiencies, lower raw material prices, and a higher unit sales volume, which combined to
mor¢ than offset the adverse effect of lower selling prices. Building Materials also benefited from a more
favorable product mix as a result of new product introductions and increased sales emphasis on Timberlinee,
the Company’s premium roofing product, and Royal Sovereign®, a residential shingle intre.duced in 1985,

Interest expense increased in 1986 to $35.4 million from 1985°s $19.8 million, reflecting debt service
on the Company’s senior subordinated notes and debentures which were issued in June 1985 and November
1986. The higher interest expense was more than offset by higher income from the Company's investment
programs. Such income increased in 1986 t0 $77.9 million from $22.4 million in 1985.
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GAF CORPORATION AND SUBSIDIARIES

SELECTED FINANCIAL DATA
Year ended December 31,
1287 1986 1985 1984 1983
{Dollars in Millions, Except Per Share Amounts)
biles
Chemicals... rvmarnesretrrrmennenn 9 4314 8 3775 $364.4 $357.2 $323.2
Building Matenals 400.5 372.1 363.9 370.8 373.2
Broadcasting ...... . 5.0 4.2 3.7 3.3 3.0
INEL SalES...e1veirierirvernerserrmsnerererarsesmvanssessensensssnsansentes $ 8369 $ 753.8 §732.0 $731.3 $699.4
Income (Loss) From Operations
Chemicals......cvmrissniin PTOTTUPPPPURIORIN $ 1300 $ 107.8 § 92.6 $ 79.0 $ 64.6
Building Materials .......cowaimmvomemino Cortrnennras 26.0 30.0 20.1 10.9 (34.5)
BroadcastiBg .....c.ccoeiiiniiniennsnerssssnnsvsnnnieninaens 1.6 1.3 1.1 0.7 0.5
Totalm-.........................-..-........m.m--- s lsT.s s 139-1 sl 1308 s -6 s 3006
Income (Loss) Before Extraordinary Credits........ $ 100.1 § 807 § 543 $ 41.0 $(2%2)
Per Common Share—
Primary 2.93 2.22 1.57 1.31 (1.11})
Fully Dilt ed. ..o, 2.93 2.22 1.50 1.15 (1.11)
Dividends Per Common Share.......ccccuuicrninensains 10 10 10 05 025
As of December 31,
CUFPENL ASSELS 1.vvveriersrininessesnessesreirarrariuerarssrestraraiin $ 580 $ 659.1 $428.7 $254.9 $220.9
Current Liabilities ..........oecviieriinanniimeaein 224.3 166.9 2516 14,2 127.7
Working Capital......ceererinaiens RN s 355.6 4922 177.1 140.7 93.2
Mﬂketiblﬁ seCﬂl'lﬂeS UGt TR r IRt e Ry 299.0 4'2.4 202-2 _ e
Property, Plant and Eqmpment—net ...................... 276.6 208.4 194.1 159.1 164.5
Tow mts hanen LLLRLERY TS dhpdnpdbandmddnttnhiqnddiigy 1129? 8 1’347'1 8'79‘2 452-3 414-3
Shon°tcm mbt LT s 6 2-8 l 15-4 6.5 30-7
Total Long-term Debt 493.5 480.4 259.0 82.8 §8.8
Shareholders’ EQUItY ... 508.3 601.5 298.2 214.0 165.8
Percent of Debt to Debt Plus Equity.....ccovecriiiniinnn, 49.7% 44.5% 55.7% 29.4% 41.3%
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GAF CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Net Sales
Costs and Expenses:

Cost of ucts Sold ....cvevrivireenins

Selling, General and Administrative ..........cccenneernee

Total Costs and Expenses e

Operating Income.... veanees
Income On INVEStMENLS ......coceicrcrvenseamronsvarnassnis servesrsrsasvas
lnwmt Bx”m L L L N P LT R LR P LR P LT L Y ] AL LI YT TR Y Y
Other Expense—net ..o
Income Before Income Taxes and Extraordmary Cred:ts
hwme Tms LLLNLLE LY LLL) WARAR ALY Abupndndiey LRLTLERL LI Y]

Income Before Extraordlnary Credxts vereereresnseprre vt

Eatnings Per Common Share
Primary:

Before Extraordinary Credu 3 rerrearanrestsneriravrsasbrinentne
Extr‘ordinm Cmdl“ LRI LR L L] ALLERRILLERRTLR T}

Net Income......ciinmmnmmmmeansa.

Fully Diluted:
Before Extraordinary Credus aonn
Extraordinary Credits...
Net Inmme” LNTTRINT L) DL R LR R N LN LR N PPN PR LY |

Year Ended December 31,

pt. 1) 1986 1988
(Dotlars in Thousands, Except Per Share Amounts)
$836,928 $753,774 $731,962
549,501 496,184 513,813
168,572 143,943 130,206
718,073 640,127 644,019
118,855 113,647 87,943
97,012 77 930 22,438
(54,116) (35, 437) (19.799)
~(7,245) {30,664) (3,108)
154,506 125,476 87,474
54,454 44,790 33. 178
100,052 80,686 54,296
137,505 212,475 23,285
$237,557 $293,161 $ 77,581
$2.93 $2.22 $1.57
. 5.86 __.68
$6.96 $8.08 $2 25
$2.93 $2.22 $1.50
_4.03 3.8 65
$6.96 $8.07 $2.13
= —— =

See Notes to Consolidated Financial Statements.
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GAF CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
1947 1906
{Dollars in Thousands)
ASSETS
Current Assets

Cash... e st ereeesneseanenone 9 08,094 $ 44,623
ShOl’t'tcm mveltmelltl e LLLLTRTINT) CLLIYITTIET 254’984 407,840
Accounts receivable, !ess reserve' l987--$4.110, 1986-34,382. . 137,565 112,681
TAVERLOTIOS ..t rre e s st b s sor b s s s seas e sbsa s b 116,304 86,190
Other current assets 10,509 1,781

TOLAl CUITENE ASSELS ..cvoeveriireriisnersuissorersveossriessertssvavoratessvnsrassnsrrasvorsissasssors 580,456
Mazketable SECUIIEs. covuivvrrirnniviistiniismensmnminnin 298,978
Property, Plant and Eqmpment-—net b 276,620
Excess of Cost Over Net Assets of Busmesses Acquued ............................ . 56,289
Other Assets.... e aenebbderbre e AR bd e prband vad s ARedarabeserety 85,428

659,121
412,365
208,396
5,744
61,443

Total ASSELS .....coiiniiimirinsiisniussmss s st onssmanns 81,897,771
]

LIABILITIES AND SHAREHOLDERS' EQUITY

$1,347,069

$ 2,787
333

78,764
79,289
5,805

Current Liabilities
Short-term debt ....coinvinririnenns PP UPONYPOPOYPORPRNRE. R X 1.1
Curreat maturities of long-term debt O eab ettt s ene e (rote 1,559
AccoumS Payable..........occiiianmiommm s e e e 86,907
Accrued Habilities ... ..o i 96,308
Income taxes... 31,471
Total Current Lnablllues 224,830
Long-term Debt Less Current Maturmes 491,966

Other Liabilities.... 72,658

166,950
480,114
98,507

Shareholders’ Equxty
Preferred stock, $1 par value per share:

QULHOIZEd 6,000,000 SRATES. ...o..cvrrvcrsersrersrseeveresessssmasesssesssesseseseesecessemnens —
Common stock, $1 par value per share: authorized 100,000,000 shares;

issued shares: 1987 and 1986—236,008,177.....cicinunimnsimnuminenan. 36,008

36,008
44,736
519,207
3.92%

(2_.;81)

601,498

Additional paid-in capital.....cirimmin s ——————— 46,565
ReEtAINE CAMINGS «.eccvvrcr st be bbb s b s 753,438
Accumulated translation adjustment.. ..o 18,134
Net unrealized loss on marketable equUity SECUTILES. o sminienmmmn e (22,038)
Treasury stock, at cost.... st s (323,790)
Shareholders' Equity.... 508,317
Total Liabilities and Shareholders Eqmty .................................................. $1,297,771

$1,347.069

See Notes to Consolidated Financial Statements,
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GAF CORPORATION ANP SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

Year Euded December 31,
1se7 1986 1985
{Dollury in Thousands )
L.ash and Short-term Investments, January | $452,463 $217.160 § 69,553
Source { Use) of Funds:
Income Before Extraordinm y Credits 100,052 80,586 54,296
Charges (credits) not affecting funds:
Depraciation 17,706 17,982 17,366
OMRF—DL....oveoecervisisisimnnsnicin (14,112) '8t 5,308
Total funds from operations before exirsordinary credits 103,646 1011, 482 16,970
Extraordinary Credits 137,505 212,975 23,285
Towl funds from operations. 241,151 312,887 100,258
Additions to property, plant and equipment {65,911) (33.91%) (47,161)
Asquisition of Alkaril Chemicals Limited, net of cash acquired®®........ccvninivanns (67.449) — -
Acquisition of glass fibar facilities. -— - {9.250)
Other working capital items* (1,230) 42633 2,492
Other. {21,792) 1.4,813 16,149
Total source before financing and investment AchYItY ....... o, 84,769 336,489 62,4835
Financing and investment activity:
Increase ( decrease ) la short-term debt . 4,865 {112,623) 108,919
Increase in long-term debt.........occvvvimnm e s - 6,126 292,569 195,800
Decrease in long-term debt (37%) (M.105) (19 7
invesument in marketable securities, net 113,387 1210,136) {202,229
Net unrealized loss oo marketable equity SCCUTILES .oveiveriimcrmoninmiie {22,038) —_ —_
SIOCK TEPUPCRABE PIOFTAIME. .cvrtrtaarinasmsasiamnissiarssms st st st shb b s {322,997) — —
Cash dividends (3.326) (3.540) (4,118
Other 3,404 3,649 __ 6321
Total source (use) from fnaocing and investment activity. {221.154) (101,186} 85,122
Increase (decrease) in cash and short-term investments ................ s i {136,385} 235,303 147,607
Cash and Shon-tem [avestments, December 31 $316,078 $452,463 $217,160
1 ———1 — — —
* Other working capital itema:
Accounts reotivable ... e g $(16,207) $ (3101 ${14.441)
Toventonies. ..o {24.730) 1,817 (10,555)
Onher current asaens... (2.526) 179 (1.208)
Acocounts payable 5,212 21,353 {457)
Accrued labilities 15,7122 20,165 12,362
Income taxes......vs0ee e e b s _21.334 13,980 6,791
Net source (use ) of funds. N $ (1.230) $ 42,633 § 249
o8 Acquisition of Alkarll Chernicals Limited:
Working capital other thin cagh BcQuired........cc.coorvcominirisinmnes $ 4399
Property, plant and equipment 20,128
Exoess of cost over net sssets e e 50,198
Loag-term debt .........oconis i (6.938)
Other Habilities nsesrsrenne (341)
Cash paid for acquisition $ 67.449

See Notes to Consolidated Financial Statements.
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GAF CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREFHOLDERS’ EQUITY

$1.20 Convertible Preferred Stozk:
Balance, January |
Converted into common stock—2,428,625 shares
Rademption of prefeited stock— 111,033 shares
Balance, December 31
Common Siock, $1 Par Value Per Share:
Balance, January |
Effect of % for | stock split
Othar activity
Balance, \Jecember 3]
Additional Paid-in Capital:
Balar <, January |
Effect of 2 for 1 stock split
Conveniion of 5% convertibie subordinaied nctes
Redemptios of pieferred stock
Proceeds in excess of cost of treasury shares issued under stock placs ...
Other activity
Balance, DeoemBer 31 ... imuniimaimnimsimsaisis s s st s
n“.im E.mn. “'
Balance, Janusry |
Net lacome
Cazh dividends:
Preferred stock ( per share: 1985—3.30) ....covicninininn,
Common stock { per shere: $.10)..cnivrvisiencn SRR
Balance, December 31 ..o, .
Accumulated Translation Adjustment:
Ealance, January |
Translation adjustment for the year
Balance, December 31
Net Unrealired Loss on Marketable Equity Securities:
Balance, January |
Valuation adjustment for the YEar......ocrmiinin i s
Balance, Decembeor 3 ... e o s s s i
Treasury Stock, st cost:
Common stock:
Balaace, January |. o PO
Shares repurchased —7,978.669 shares ..,

Issued under various stock option and swck putdme pluu. I9I7 -
185,319 tham. I936--2I9 2 shares; 1905--190.424 shum

Balance, Deoember b 1§ 19:7—3,294.514 slum. mo—soo 145 shlm.
l985-—453 640 shares ... .

See Notes 10 Consolidated Financial Statements.
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Year Emiod Decomber 31,
ey 1966 195
{ Doliars in Thomsamds )
$5 - 5 - L I )
- — (3,036)

= = {139)
36,008 17878 14,509

- 17,871 -

— 252 3,369
36,008 36,008 17,878
44,736 60,836 56,420

- (17.878) —

- - 1,167

1,562 1,137 13

267 641 124
46,565 44,736 60,836
519,207 229,586 156,023
237,557 293,161 17,581

— - (748)

(3,326} (3,540} _13,3%)
753,438 519,207 229,386
3928 (6,135) (10.451)
14,206 10,063 4,16
18.134 3.928 {6,115)
_122,038) - -
22,034) -— -
(2.381) (4012) (4,113}
(322,997) - -
1. 5E8 1,890 1,758
— (25¢) {1.657)
{323,790} (2.38)) {4,012)
] 508_..'21 ﬁl 49§ §298.153
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GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Norr 1. Summary of Significunt Accounting Policies

Princviples of Consolidation

The accounts of aii significant subsidia:ies ¢i the Company are included in the consolidated financial
statements. All significant intercomp«ny transactions and balances have been climinated. A wholly owned
captive insurance subsidiary and the 50% ownership of a foreign chemical munufacturing company are
accounted for by the equity method,

Short-term Investments and Marketable Securitivs

Short-term investmenis and marketakle securitics are stated at the lower of cost or market. The
deterinination of cost in computing realized gains and iosses on investments is based on the specific
ideatification method.

Inventories

Inventuries are stated at the lower of cost or market. In the fourth quaner of 1987, the Company
adopted the LIFO (lasi-in, first-out) method of determining cost for a substunatiat portion of its domestic
inventories. All other inveroner are based principally on average cost,

Pruperty, Plant and Equpment ane! Related Depreciation

Depreciation is con:puted principally on the straight-line method based on the estimated economic
lives of the assews. Certain interest charges are capitalized as part of the cost of property, plant and
equipment addimoens.

Deferred Income Tuxes
Deferred income taxes anse from reporting certain tncome and expense .tems in the financial staterments
in periods different from those in which such amounts are reported for income tax purposes.
Excess of Cost Over Net Asseis of Businesses Acquired

Excess of cost over niet assets of husinesses acquired in connection with acquisitions prior to November
1, 1970, is not being amortized because there has been no diminution in value, such cost relating to the
Novembez 1987 acquisinon of Alkanl Chemicals Limited ( see Note 5) is being amortized on the straight-
line method vver a penuda of fisrty years.

Research and Develcpment
Research and development expenses are charged to operations as incurred and amounted to $12.2
million tn 1987, $11.4 mulion in 1986 and $10.4 nullion 1n 1985,
Earnings Fer Commuon Share

Piimary earnings per commoo share are hased on the weighted average number of common and
commaun egquivalent shares outstanding dunng cach year after giving appropriate effact to preferred stock
dividends, where appheable Weighted average shares for compuung primary earnsngs per share were (in
thousaads) 34,144 for (987, 16283 jor | 386 and 34,342 for 1985,

Fully diluted earnings per share are based on the weighted average number of common and commean
equivalent shares vutstanding and the assumed conversion of corvertible secunties vutstanding atter

EH
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GAF CORPORATION AND SUBSIDIARIES

NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Notk 1. Summary of Significant Accounting Policies— (Continued)

appropriate adjustment for interest on convertible notes, where applicable. Weighted average shaies [o;
computing fully diluted earnings per share werc (in thousands) 34,144 for 1987, 36,318 fo: 19R6 and
36,094 for 1985.

Nott 2. Short-term Investments and Marketabl: Securities

in March 1987, the Company purchased 9.1 million additional common shares of Borg-Warner
Corporation for $365.6 million, bringing the total houlings in Borg- ¥ urner to 17.1 million shares, or 19.9%
of the total shares outstanding. The Company announced on March 31, 1987 that it had made an all-cash
merger proposal to Borg-Warner at $46 per share (lat.7 increased to $48 per share}, for all of that
company’s outstanding shares. On April 10, Borg-Wamer announced that it had entered into an agreement
with a Merrill Lynch affiliate endorsing a merger offer of $48,50 per share. On April 27, the Company
announced that it had decided 1o withdraw its offer and then tendered 16.4 million Borg-Warner shares
into the Merrill Lynch ender offer. The remaining shares were exchanged in the third quarter for cash
and bonds. The Company has thus far re.dized total pratax profits (after expenses) of $205.6 million from
its investment in Borg-Warmer, which iacludes a pretax extraordinary credit (after expenses) of $157.2
million ($97.1 million after tax) as a result of the sale of the 16,4 million shares.

During 1985, the Company acquired approximately 10% of the totzl outstanding shares of Unioa
Carbide Corporation and, in December 1985, announced its intention to commer ce a cash tender offer fou
all the remaining outstanding shares. However, the Company withdrew its tenuer offer in Jzavary 1986,
and received $70 million in cash and $227.5 million in Carbide bonds in exchange for 3.5 mi'lion of the
Carbide shares it owned. The Company received net proceeds from the sale of Carbide bords in 1986 of
approximately $245 million, resulting in a net realized gain of $17.5 million, which is included in 1986
income on investments. Extraordinary credits for 1987 and 1986, respectively, include net gains of $39.5
million and $201.4 million, after taxes and expenses, resulting from the Carbide exchange offer in Janaary
1986, Carbide's special third quaster 1986 Jividend and the sale of Carbide shares during 1986 and 1987.

The Company invests in a variety of short-term domestic: and foreign instruments, including preferred
and common stock, fixed income and nisk arbitrage securities, dividend capture and stock/futures arbitrage
positions, commercial paper and repurchase agreemeuts, selected to maximize income return. The average
amount invested in short-term investments during 1987 wa: appr~ximately $647 million. At December
31, 1987, the aggregate cost of the Company’s short-term inve.ments was $260.7 million while the
aggregate market value was $255 million.

As of December 31, 1987, the Company held positions in several publicly-owned companies. These
mvestments, classified as marketable securities, had an aggregate cost of $332.4 million at December 31,
1987, while the aggregate market value was $299 million. The unrealized loss in market value of the
equity st.curities j , reflected vn an after tax basis as a reduction of shareholders’ equity since managernent
does nct deem « uch unrealized losses to be permanent,

Income vn Investments consists of the following:

— Year Ended December 31, .
1987 15% 1085
{Dollars in M:llions)
Wet reulized gains, net of unrealized losses an shon-term investments...... e 5124 $ 59
Dhvidends, interest income and other .o s 65.4 35.5 13.5
$970 $79 s
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GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

NotE 3. Inventories

In the fourth quarter of 1987, the Company adopted the LIFO method of determining cost for a
sutstantial portion of its dnmestic inventories. The effect of the change in 1987 was to reduce inventories
and pretax income by $5.1 milliun ($3.6 million after tax, or 11 cents per share). Inventories stated under
the LIFO method represent approximately 47% of domestic inventories and 37% of total consolidated
inv--ntories.

Inventories at December 31 consist of the following:

1957 1986
(Dollars in Thousands)

Finished goods $ 73,27 $47,315
Work in process ..... - . 17,837 15,640
Ra'y materials and supplies........c.oovesinnes I b s e 30,335 23,235
Total oomeceresreres e 121.448 "86.190
Less LIFO RESEIVE ._....o.orvvrimirinnsrssiasm s iosssnsssstsessssssossntsrmissestatesseesesms soe sesesseon {5,144) .

IOVEDLOTIES v esrssescnson o . : $116,304 $86,150

NotE 4. Property, Plant and Equipment

Property, Plant and Equipment at December 31 tf.unsist of the foliowing:

1987 1986
(Deollars in Thonsands)
Land and land improverients....ien i . $ 19,224 $ 16,403
Buildings and building eQuUIPMENt..... wouviun. ceevecee vorvsoierisieenesreeeas sversoesenens 66,617 56,814
Machinery and equipment - " 271,954 240,174
Construction in progress 47,158 16,197
Total ....... e 404,953 329,588
Less Accumulated Depreciation. .. ... e rmmsessersss e {128,333) {121,192)
Property, Plant and EQUIPMIENT—0eT .o isevenessernes mens e o $ 276,620 § 208,396

Note 8. Acquisition of Alkaril Chemicals Limited

In November 1987, the Company acquired Alkaril Chemicals Limited (Alkuril), a privately held
Canadian-based manufacturer of surfactants and other specialty chemicals with production facilities in
Mississauga, Ontario, Canada and Winder, Georgia. The cost of the acquisition was $70 million ($67.4
million, net of cash acquired). The acquisition was accounted for by the purchase method of accounting,
and accordingly, the ucquired assets and liabilities have been recorded at their estimated fair values at the
daie of acquisition. The excess of cost over net assets acquired of $50.2 million is being amortized on a
straight-line basis over a period of 40) years.

The results of Alkaril are included in the Consolidated Statements of Income from the date of
acquicition. The effect of the acquisition was not material {o consolidated operations.
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GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

NotE 6. Income Taxes

Income Taxes consist of the following:

Year Ended December 31,
1987 1986 198s
(Dollars in Thousands )
Federal $32,236 $28,321 $19,684
FOTBIZM covvimiiririmensasssesrarnemmrasmsanansiiass sers nrasssas s st s ssapgs sy s 19,420 12,521 7,882
State and 1ocal......ccoommimrreinenmnrriian 2,798 3,948 5,612
§$54,454 44,790 $33,178

The differences between the income tax provisions computed by applying the statutory federal income
tax rate to pretax income and the actual tax provisions are as follows:

Year Ended December 31,
1987 1986 1985
{Dollars in Thousands)
SIAtULOry Provisions «misiemmsnnin $61,802 $57,719 $40,238
Adjustments
Dividend received deductions. ... (7.085) (1,267) ( 1,650)
Capital gains differential {1,338) (8,926) {1,987)
Investment tax credits — (2,625) (3217
Impact of foreign operations 609 2,042 (1,581)
State and 1ocal 1XES...inisnis it et 1,679 2,132 3.031
OHNEL o e s e s T 1 (1,213) 1,7t5 (1,656)
$54,454 $44.7% $33,178

AsofDecember 31, 1987, provision had not been made for United States income taxes on approximately
$38 million of unremitted earnings of consolidated foreign subsidiaries and the Company’s 50% owned
joint venture, because certain of such unremitted earnings will be indefinitely reinvested and any United
States taxes payable on foreign earnings which may oe remitted in the future are expected to be substaatially
reduced by foreign tax credits.

Extraordinary credits for 1987, 198¢ and 1985 include $966,000, $1,333,000 and $1,576,000, sespec-
tively, representing the income tax benefit from the utilization of foreign operating loss carryforwards. The
1986 and 1985 extraordinary credits also include income tax benefits of $9,764,000 and $21,709,000 from
the utilization of federal and state operating loss carryforwards. The 1987 and 1986 extraordinary credits
also include income tax benefits of $22,400,000 and $19,462,000 related to the Company’s Lartial disposition
of its investment in Union Carbide Corporation (see Note 2).

In the fourth quarter of 1987, the Financial Accounting Standards Board issued Statement No. 96,
*“Accounting for Income Taxes”. The Company is required to adopt the new accounting and disclosure
rules no later than 1989 although earlier implementation is permitted. No decision has been made as to
the date of implementation. Implementation of the new Statement is not expected to have a material
impact on the Company’s consolidated financial position.

Notx 7. Benefit Plans

The GAF Capital Accumulation Plan is a defined contribution plan for eligible salaried employees.
Compary contributions consist of a basic contribution of three percent of the compensation of p- rticipants
for the plan ycor together with matching contributions, up to an additional four percent 45 ipecified in the
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GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Continued)

NorE 7. Benefit Plans — {Continued)

plan, for those participants who have elected to make voluntary contributions to the plan. Each participant
is fully vested at all times in the balance of each of his or her accounts in the plan. The aggregate
contributions made by the Company to the plan and charged to operations in 1987, 1986 and 1985 were
$3,755,000, $3,385,000 and $3,126,000, respectively.

The retirement plans for hourly employees and Texas City facility employees are noncontributory
defined beneflt plans, Benefits for these plans are based on stated amounts for years of service. The
Company’s funding policy is consistent with the minimum funding requirements of ERISA, plus any
additional amounts which the Company may determine to be appropriate. Pension expense charged to
operations was $1,087,000 in 1987, $870,000 in 1986 and $559,000 in 1985.

Net periodic pension cost for 1987 included the following components (dollars in thousands):

SUBIVICE COB . cuuvuniuerenstesire b ianihsd she € 610E PR 1000814 SRR SR 4108 RS D PR AR aba bbb R L AR BER AR SR ER $ 7%
TALEIEEL DOSE.1ueuuruerrarsinsssarrsonsastinns L6 £008 PR IARS LR CARER SRR RES AR RE 108 BRREOR P bmt1 bembs L eeb AR A bn AR AR b bbb e deR 407
ACtUAL TELULD 0N PIAN ABSEIS. ovivusiririinstsen s 1nres b nasts amss s s bis 4P obE raabsban s ebinatba aan 10
INet amortization and deferral ... (100)
Net periodic pension cost $1.087

The following tazie -»ts foith the funded status of the retit. .ni plans for hourly employees and
Texas ity facility employees at December 31, 1987 (dollars in thousands):

Accuinulated beopefit obligation:

Vested i i s b s s s e " $5,377

Noavested ....... 742
Total accumutated benefit obligation . 36119
Projected benefit obligation 56,118
Fair value of plan assets, primarily listed stocks and U.8. Government securities......cccuramiarasnnns {2,403)
Projected benefit obligation in excess of plan A838t8 ... e L6
Unrecognized net transition obligation being recognized over 15 yeurs ... (7700
URIecOniZed PriOr $EIVIOE 008 ...uciniucanmmnas s s e sty spicssnssinens {356}
URPECOGRIZE BOL ZRI ..covvvimsvimimtisinisisssisshiss s artisims st sars sha et s s s s e s s 152
Unfunded accrued pensivn cost..... s e Teanes . $2,84)

The abcve tables reflect the provisions of Statement of Financial Accounting Standards No. 87,
“Employers’ Accounting for Pensions”, which the Company adopted effective January 1, 1987. In
determining the projected benefit obligation, the weighted average assumed discount rate was 9%, while
the expected long-term rate of return on asseis, used in determining net periodic pension cost, was 8%.

The Company has a def»-ed compensation plan for the benefit of key employees. The benefit payable
under the plan, which accrues in accordance with a ten-year schedule, consists of an annual payment
commencing at age 65 equal to 25% of a covered employee’s last full year's salary. If a covered employee
dies while employed by the Company, a death benefit of 36% of the employee’s annual income at the date
of death is payable to the employee’s beneficiary for a term of 15 years. Employees who participate in
this plan are not entitled to have employer contributions made to their accounts under the GAF Capital
Accumulation Plan. The expense charged to operations in 1987 and 1986 for such future obligations
amounted to $673,000 and $995,000, respectively.

In addition to providing pension benefits, the Company and its subsidiaries provide ceriain health
care and life insurance benefits for retired employees. Substantially all of the Company’s employees,
including employees in foreign countries, may become eligible for those benefits if they reach normal
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GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued}

Note 7. Benefit Plans — i Continued)

retirement age while working for the Company. The cost of retiree hcalth care and life insurance benefits
($3.0 million, $3.0 million and $3.2 million in 1987, 1986 and 1985, respectively) is recognized as expense
as claims are incurred.

As part of the 1977 and 1980 discontinuance programs, the Company provided health and life
insurance coverage for certain retired employees of discontinued businesses. The balance of the liability
for such future obligations at December 31, 1987 was §13 million.

NoTE 8 Debt und Dividend Restrictions

Information regarding short-term debt is as follows:

1987 1986 1985
(Dollurs in Thousands)
As of December 31:
Balance outstanding ... s e rissarsens $§ 8,585 § 2,757 $115,380
Weighted average inwerest rate. ....coeun 9.4% 6.2% 8.7%
For the Year:
Average month-end short-term debt out-
SLANING. ... vt nsrares w3 33,1E3 $ 95,828 $ 51,757
Maximum month-end short-term debt out-
standing $171,426 $185,559 $118,315
Weighted average month-end interest rate 6% % 5.0%

At December 31, 1987, the Company had unused short-term lines of credit aggregating approximately
$135 million (in addition to the revolving credit facility discussed below). The short-term lines of credit
are maintained with banks on terms which expire on various dates, but are generaily renewable. Borrowings
generally bear interest at or near the prime commercial lending rate.

Long-term debt at December 31, 1987 and 1986 was as follows:

1987 2_“_;
{Dollars in Thouxands)

Industrial revenue bonds with various interest rates and maturity dates to

2012. Certain assets are pledged as collateral thereto. . vimininmiinns $ 36976 $ 37426
Obligations on mortgaged Properlies..onemeaiimmsmenmme v 47,588 38,125
11%% senior snbordinated notes due June 15, 12950, e rerprsses e 150,000 150,000
10%% senior subordinated notes due November ), 1994............. 155,000 155,000
10%% senior subordinated debentures due November 1, 2001 105,000 105,000
Other ..o . o “ 4,227 454
Less unamortized discount ... ..o {5,260) {5.556)
TTOURE. v e sere s v e st sess 88 e RS AR RS S 493524 480,449
Less current maturities R ————— 11,559 (335)
Long-term Debt Less Current Maturities ..o $491.966 $480.114

The Company has a $75 million revolving credit agreement with a consortium of ten barks, terminating
June 30, 1990. Interest on borrowings is, at the option of the Company, at the prime rate, a rate based on
the London Interbank Offer Rate, or a rate based on the Certificate of Deposit Rate. Under the agreement,
a commitment fee of %% per annum is charged on the daily average unused portion of the commitments.
The agresment includes certain restrictions on aividends and provisions for the maintenance of minimum
working capital, net worth and limitations on debt There were no borrowings outstanding under this
agreement at December 31, 1987 and 1986, As of December 31, 1987, $60 million of retained eamings
were available under this agreement for cash dividends and ceitain other special payments,

F-16

G-I_EPA0021202



GAF CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Continued)

Norr. 8. Debt and Dividend Restrictions — (Continued)

The Company in June 1985 issued $150 million of 11%% senior suberdinated notes due June 15, 1995,
The notes will be redeemable at the option of the Company on and after June 15, 1992,

In October 1986, the Comirany placed a $38.1 million mortgage on the Company’s headquarters
property. The mortgage is due on October 8, 1996, and interest is a rate based on the London Interbank
Offer Rate.

In November 1986, the Company issued $155 million of 10%% senior subordinated notes due 1994
ac? 310> million of 10%% senior subordinated debentures due 2001. The notes will be redeemable at any
time, at the option of the Company, after October 31, 1991, while the debentures will be redeemable at
any time, at the option of the Company, after October 31, 1995, Annual sinking fund payments ot }8.75%
of the principal amouat of the debentures originally issued, commencing November 1, 1997, are calculated
to retire 75% of the principal amount of the debentures prior to maturity. The securities are subordinated
to all existing and future senior indebtedness of the Company.

The aggregate maturities of long-term debt for the next five years are as follows (dollars in thousands):

LIB8 i nniobs e $1,559
1589 4,945
1990...cinsemi s, 797
199 756
1992 6,902

Note 9, Capital Stock

During 1987, pursuant to authorizations from its Board of Directors, the Company repurchased
7,978,669 shares of the Company’s common stock at a tota! cost of $323 million.

At December 31, 1987, there were 3,432,579 shares of common stock reserved tor issuance under the
Company’s stock option and stock purchase plans,

Note 10. Stock Gption and Stock Purchase Plans

The Company’s {984 Stock Option Plan provides for the granting of incentive and nonqualified stock
options o key employees of the Company and its subsidiaries to purchase common stock of the Company
at not lzss than 100% of the fair market value at the date of grant. Under the terms of the plan, options
for 1,600,000 shares of common stock may be granted from time to time until April 30, 1989. The term
of cach option is five years and sixty days. Options may not be exercised during the first year after the
date of grant, but thereafter, options become exercisable as to 20% of the shares subject theceto on eack
of the first through the fifth anniversaries of the date of grant.

The Company’s 1975 nonqualified stock option plan provided for the granting of 1,600,000 options
to key employees to purchase common stock of the Company at not less than 100% of the fair market
value at the date of grant. Options granted through April 30, 1984 were exercisable one year after grant
and expire after 10 years. Options granted after April 30, 1984 are subject to the same terms and conditions
as options issued under the 1984 Stock Option Plan. The 1975 plan terminated in 1985, and no additional
options have been granted after that date.
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GAF CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Continued)

Nore 10. Stock Option and Stock Purchase Plans— ( Continued)

The plans provide for limited stock appreciation rights permitting the option holder to sutrender
exercisable options in the event of a tender or exchange offer for the Company’s common stock made by
someone other than the Company.

The following is a summary of certain information pertaining to the 1975 and 1984 stock option plans:

L 19% 198
(Number of Shares)
Quitstanding JAnUALY | o e 1,424,762 1,344,200 1,351,600
Granted . 275,350 277,600 184,010
EXErcised . oovuvricvmesiisrinmnun s s mmisessns srssssssnsssnes {135,253) {109.068) (116,370)
Terminated ..., (49,002} (87,970) {75,040)
Outstanding December 3t . vmscrcsimssrsrrsaren 1,515,857 1,424,762 1,344,200
At December 3L:
Exercisable .. 650,345 547,290 461,70
Available for grant ... e 369,772 $96,480 787,190
(Option Price Range Per Share)
Outstanding.....inmmanniesne $ 4.81- $ 481- § 4.3)-
$53.63 $38.50 $23.13
Exercised ....... $ 4.81- S 481- $ 4.81-
$35.81 $23.13 $11.88

The Company’s 1984 Employee Stock Purchase Plan provides for grants of options to purchase
1,200,000 shares of common stock on a nondiscriminatory basis to all eligible employees of the Company
and s subsidiaries. No options to purchase shares of common stock under the plan may be granted after
April 30, 1989, The price at which shares may be purchased is the lesser of (i) 85% of the fair market
value on the Jate of grant or (ii) 85% of the fair market value on the date of purchase. As of D.cember
31, 1987, 223,888 »hares of common stock had been issued under the plan,

Under the provisions of the Company’s 1969 Restricted and Unrestricted Stock Purchase Plan,
1,30C,000 shares of cominon stock were authorized for sale to key employees. The plan currently provides
that restricted and unrestricted shares may be sold at prices which are not less than 50% and 80%,
respectively, of the closing market price preceding the date of grant. To date, only restricted shares have
been offered for sale. Under certain conditions, the Corapany has the right ‘o repurchase restricted shares
of common stock at the original selling price. At December 31, 1937, there were 570,838 shares available
for sale under this stock purchase plan.
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GAF CORPGRA'I'ION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued )

NotE 11, Business Segments information

Year Ended December 31,
1987 1986 1985
{Dollars in Millions )
Sales:
Chemicals* § 4314 § 3775 $364.4
Building Materials ......... 400.5 372.1 363.9
Broadcasting 50 4.2 3.7
Net Sales $ 8369 $ 7538 $732.0
Income From Operations
Chemicals** $ 1300 $ 1078 $ 926
Building Materials ..........ccouionmnimnmninaam s s 260 300 20.1
Broadcasting 1.6 1.3 1.1
Total 157.6 1381 _113.8
Corporate:
Operating Expenses (17.8) {16.1) (15.4)
Interest Expense (54.1) (35.4) (19.8)
Other Income-—net 68.8 319 89
Net Corporite Expenses.........c...couiuns _ @ (13.6) 1263
Income Before Income Taxes and Extracrdinary Credits....oo..onirinnsnn: $_1545 § 1258 $ 875
Identifiable Assets:
Chemicals** $ 4195 $ 2518 $217.5
Building Materials 229.1 194.0 194.2
Corporats and other 649.2 901.3 467.7
Total Assers $1,297.8 §1,347.1 $879.2
Additions to Property, Plant ana Equipmeat:
Chemicals P— § 40 S 134 $ 23
Building Magerials 305 203 24.4
Corporate and other 1.4 0.2 1.3
Total § 659 $ 339 $472
Deprecistion:
Chemicals s &l $ 96 $ 103
Bullding Materials 8.7 7.5 6.0
Corporate AR ULHEE ....cceverie e s e 0.9 0y L1
TOCL..ccinst et ens s s sr s e b s $ 177 $ 180 $ 17.4

* Chemicals sales are net of intersegment sales of $31.5 million, $29.1 million and $27.4 million, respectively. Intersegment sales
are recorded at the same prices charged to anaffiliated customers.
** Chemicals income and identifiable asy'is include the Company’s 50% equity in the income and assets of GAF/Huls Chemie
GAF Corporation and Hbls A.G,, which operates a chemical manufacturing plant Jn West

OmbH, a joint venture between
Germany.
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GAF CORPORATION ANT) SUBSIDIARIES

NOTES TO CONSOLIDATED FINAINCIAL STATEMENTS — (Continued )

NotE 12. Geographic Information

Year Ended December 31,
1987 198 1985
{Dollary in Millions)
Domaestic Operations:
INEE BRIEI® v e e A § 6828 § 6388 § 6429
F—ie— ———1
Operating Income § 833 $ WS § 113
Other Income (EXPense ) .o 21.8 8.8 (79
Income Before Income Taxes and Extraordinary Credits.......cuneins $ 105! § 993 $ %60
Identifiable Assets $1,094.7 §1,28¢.1 § 826.6
Foreign Operations:
WetSales*” ... R S AR RS S R A PR OR L HRES RS $ 1549 $ 150 $ 891
Operating INCOME ... im0 e bt b § 356 § 232 § 146
Other INCOME* *® v s 13.8 3.0 6.9
Income Before Income Taxes and Extraordinary Credits......connn 5 494 § 262 § 5
[dentifiable Asseta®**......... P DUV NPT . $ 203.1 § %20 § 52

* Domestic sales are net of transfers between geographic areas of $68.3 million, $46.6 million and $40.8 miliion, respectively.
*  Foreign sales are net of iransfers between geographic areas of $11.8 million, $7.7 million and $10.4 miilion, respeciively.

*+* Foreign Operations income and identifiable assets include the Company's $0% equity in th: income and assets of GAF/Hiils
Chemie GmbH.

Nortz 13, Commitments and Contingencies

The Company has operating leases for iransportation, production and data processing equipment and
for various buildings. Future minimum lease payments for properties which are held encer long-term
noncanceliable leases as of December 31, 1987 are as follows (dollars in thousands):

1988 $ 527
1989 2,961
1991 2,181
1992 o v mracenisneseres smarnse ne 1,321
LA&ter YEars ..ouveimununsenermn Vet e 377
Total minimum payments 514,632

The discussion as to asbestos-related and environmental lawsuits involving the Company, and
appearing in response to “ltem 3—Legal Proceedings,” is incorporated herein by reference.

NotE 14, Supplementary Income Statement Information

Year Ended December 31,
1507 198 s
(Dollars in Thousands )
Maintenance #nd FEPRIs.. ..o v s e $49,610 $45,714 541,068
Rentals—operating leases....... v — 7.451 6,789 6,296

NotE 15. Proposcd Merger

The discussion as to the proposed merger involving the Company, and appearing in response o
“Item [-Other Corporate Developments,” is incorporated herein by reference,
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GAF CORPORATION AND SUBSIDIARIES

SUPPLEMENTARY DATA (UNAUDITED)

Quarterly Financial Dats (Usaudited)
1937 By Quarter* 1986 By Quarter
First  Second Third  Fourth First Second Third  Fourth
{Dollars in Millions, Except Per Share Amounts)

Net Sales s$igLi $2.14.2 $222.5 §$205.1 $176.0 $198.3 $197.2 $182.%
Cost of Products Sold 124.6 138.2 145.9 14,8 1221 130.6 127.1 116.4
Giross Profit $ 665 § 760 § 76.6 § 68.3 § 5% $ 627 3 70, $ 65.9
Income Before kncome Taxes and Extraordinary :

Crodits $328 $467 S458 $282 §52133  $355 $375 %292
income Taxes 12.2 17.0 16.5 87 __ 83 13.3 13.0 10,2
Income Before Exiraordinaty Credits.......ucvnuenns 20.6 29.7 30.3 (9.5 1.0 22.2 245 190
Extraordinary Credits** ....... .cnvvvncniisonvenen 211 102.7 1.8 19 858 3.7 92.5 30.5

Net Income $417  $1324 S$421 $214  S1008 5253 SHTO § 495
Eamnings Per Common Share®**
Primary;
Before Extraordinary Credits. ... $§ 56 $ 83 § 88 $ 65 $ 4 0§ 61 0§ 67 § 5
Extraordinary Credits..........ccorvmviinrercorer .58 2.89 .34 .06 237 1o 2.55 .84
Net Income $1.14 $372 $122 §$ .7 g2 §$ 71 $a2 %136
Fully Diluted: .
Before Extraordinary Credits..eee. $ .56 § 83 8§ 88 0§ 65 0§ .4 5 .6) $ 67 § 82
Extraordinary Credits.......oenenne. —— 58 2.88 .34 06 2,37 .10 2.55 B4
Net Income $L14 3371 $122 $ .71 $278 $ .71 §3122 § 136

* In the fourth quaner of 1987, the Company adopted the LIFO method of determining cost for a substantial portion of itz domestic

inventories.  Acco! r. previously issued third quarter 1987 results have been restated 1o reflect this
<3 million (3 cents per share). There was no effect on the first

quarter net income by
** Extraordinary Credits:

Tax loss carryforwasds..........ccnicnnninnrennnss $ 0.2
Union Carbide Investment .....ovenovonees 20,9
Borg-Warner Investment ..........coiuvivvnene -

Total £
S

*¢¢In accordance with the provisions of APB Opmion No. 1S, cavnings
year. Accordingly, annual earnings per share will not aecessaril

§ ~

5.6
9
$102.7
— 1
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change, which reduced third
and second quaners of 1997,

3 -
30.5
§ 3038

II

Yer share are caiculsted separately for each quarter and the full
the iotal of the interim periods.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To GAF CorPORATION

We have examined the consolidated balance sheets of GAF Corporation {a Delaware corporation)
and subsidiaries as of December 11, 1987 and 1986, and the related consolidated statements of income,
changes in financial position and shareholders' equity for each of the three years in the period ended
December 31, 1987. Our examinations were made in accordance with generally accepted auditing standards
and, accordingly, included such iests of the accounting records and such other audiiing procedures as we
considered necessary in the circumstances.

In our opinion, the financial statements referied to above present fairly the financial position of GAF
Corporaticn and subsidiaries as of December 31, 1987 and 198¢, and the results of their operations and
the changes in their financial position for each of the three years in the period ended December 31, 1987,
in conformity with generally accepted accounting principles applied on a consistent basis,

Our examinations were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The schedules as listed in the index on page F-! of this Form 10-K are presented for
purposes of complying with the Securities #nd Exchange Commission’s rules and are not part of the basic
financial starements. These schedules have been subjected to the auditing procedures applied in the
examinations of the basic financial statements and, in our opinion, fairly state in all material respects the
financial data required to be set forth therein in relation to the basic financial statements taken as a whole,

ARTHUR ANDERSEN & Co.

Roseland, New Jersey
February 29, 1988

I3
S

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby consent to the incorporation of our report included in
this Form 10-K, into the Company's previously filed Registration Statements on Form 8.8 (Nos. 2-53686,
2-41036, 2-92203, 2.92202 and 2-336424),

ARTHUR ANDERSEN & Co.

Roseland, New Jersey
March 24, 1988
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GAF CCRPORATION AND SUBSIDIARIES

MARKETABLE SECURITIES—OTHER INVESTMENTS

Title of Lasue

SHORT-TERM INVESTMENTS
(A} DEPOSITS

(B)

Money Market FURdS ..o, v s
Mutual FURds.........conmimminimmnsninneinen
Total Deposits ...occureieccrnen vcve

SECURITIES

(1} Government Securities
LS, e coisninsinniasensssresns e seessaons
Municipal Bords ......ccuniivoisiminns s seny

Tatal e s,
(2) Repurchaae ABMoements....... ... oeees vevnsmmranne
{3) Commercial Paper.........cccc.. o ceovvrvins v

(4) Common Stock®
Union Carbide...
Aerospace (1) .......
Transportation { 1) oo .
Data Processis-g (2). ...
Financial Seivioes (6) ..
Other (16} ... oo s

Totl .. e e

(5) Investment in Secuntics Limied Pannership

(6) Proferrad stocks{8)* .. ...

{7) Bonds and Nutes®

Foreign (3).........

Total ..... .
Total Secuninies. ... .

MARKETABLE SECURITIES

(A)

{1

COMMON S10CK *
Cabot Corporation ...
CBI Industries, Inc. . e e e
Allied-Signal Inc. ... ... L
Drversified Commodity Chemiea' ([}
Diversified Pharmaceutical (1).... ...
Industrinl Gases <1y .. .. . ... ... .
Diversified Pi baging and Consume: (1}, ...
Diversified Ar ospace (1) ... ... ..
Diversifica T wmical (1. .
Diversified Speelty Chemical (1)... .. ... ..
Automotive Chemical (1. . ... . ... .
Perochemicals & Energv (1)

TOtal oo v e

OTHEK*
Other (2. oo e,

As of December 31, 1987
{Dollars in Thousands )

Priscipat Mark.et

Amount or Value At
MNumber of Decemter 31,

Shares Cout 197

$ 5319 $ 6319 $ 6319

3,426 3,426 3.214

$ 9745 $ 9,745 §9.533

§ 563 5 5639 £ 5,639

12,600 12,000 12,000

- 883 . <) 883

$ 18,522 18,522 18,522

$ 41,488 41,488 4] 488

§ 1449 14,499 14,499

1.542.061 29,165 33,537

13,415 11,636

10,131 922

13,495 13,054

9929 8.179

12,344 12,058

88419 86,386

43,611 43,199

17,581 _lgl1e7

22,551 21,139

_4zl17 4,041

26,758 _2509%

$250.918 $245.45)

1,346,600 413,398 44,103

2,030,900 33,778 40,364

1,418,800 5R.718 40,08t

17,475 17.850

17.033 16,657

21,049 21,6958

13908 22,99

17 Sl 15,773

19,50 19,040

20,319 18,659

7017 6,124

_ 1344 11371

308,664 275,294

23,684 _ 23684

$332,350 5298,978

Towal Marketable Secunities...........o...... ..

* Figures in parentheses indicate numbes of companies in group.

&-1

SCHEDULE]

Carrying
Amount

§ 9533

5245451

$avd.om
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GAF CORPORATION AND SUBSIDIARIES

PROPERTY, PLANT AND EQUIPMENT

Year Ended December 31, 1987

SCHEDULE V

{Dollars in Thousands)
Balance
Balance Transfers December
Janunry 1, Additions Between al,
Clasification 1987 at Cost Refirements  Accounts Oiher(b) 1987
LAR. o1 cvcassnissstsmsmsassarserasersnress ersanssnnnans § 5952 $ 14 § 38 5 9 $ 1,921 $ 7948
Land improvements 10,451 152 50 133 - 11,276
Buildings and building equipment............... 56,814 2,704 1,538 1612 7.625 66,617
Machinery aad equipment..... .o e 240,174 31,266 8,834 (1.234) 10,582 271,954
Constraction it: PrOZRESS ...cu.-rummsan wesriirinrar 16,197 31,175(a) 214 = — 47,158
$329,588 $65,911 $10,674 §_— $20,128 $404,953
Year Ended December 31, 1986
{Dollars in Thousands)
Balance Balance
Jamuary 1. Additions December 31,
Classification 1986 at Cost Retir¢ ments QOther(e) 1
Land... $ 6,797 $ 20 $ 865 $— $ 5952
Land improvements..... 9,963 547 59 - 10,451
Buildings 2nd building equipment... $3,631 3,954 71 — 56,814
Machinery and equipment 226,387 22,853 12,566 3,500 240,174
Construction in progress _ 11362 £ 540(a) 1,705 — 16,147
$30¢.140 $33,914 $15,966 $3,5 $329,588
Year Ended December 31, 1985
(Dollars In Thonsands)
Balance Balance
January 1, Additions Devewber 31,
Classification 1985 at Cost Retirements  Other(d} 1985
LARA.. «coisinininonianmcmonmossns st s rasisani $ 54807 $ $ 426 51,416 3 6,797
Land improvements 9,242 817 96 - 9,963
Buildings and building equipment...c .. o 52,558 2,920 3,723 1,876 53,631
Macninery and eqUIPMEnt. .......oovinnnirine 200,658 42,233 22,464 5,958 226.387
CONSIIUCLION I PIOBIESS .vvvverrvrrerennas et 10,182 1.i89(a) 9 — _1L3e2
$278,447 $47,161 $26,718 $9,250 $308,140

Norgs:
(a) Denotes net change during year,

(b) Represents acquisition of Alkaril Chemicals Limited.
(¢) Represents acquisition of chemical facilities from Borg-Warner Chemicals, Inc.
(d) Represents acquisition of glass fiber facilities from Reichhold Chemicals, Inc.

The ranges oi annual depreciation rates generally were as follows (applied principally on the strzight-

line basis ):

Land impProvemMENLE....cocien rosmmverseriesssasecacsmerasnes 4-6%%
Buildings and building equipment 2%4-20%
Machinery and eqUIPIMEnt ... v 3-339%
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SCHEDULE Vi
GAF CORPORATION AND SURSIDIARIES

ACCUMULATED DEPRECIATION OF PROPERTY, PLANT AND EQUIFMENT

Year Ended December 31, 1987
{Dellars in Thousands)

Additions
Balance: Charged to Transfers Balance
Janusry |, Costs und Between December 31,
Clagsification 1987 Expenses Retirements Accounts i9s7
Land improvements ... vamnicmimasmnisien 3 4010 $ 397 $ B 5 2 § 4375
Buildings and building equipment.... 25,534 4,371 1,384 11 26,532
Machinery and eQuUIPMENt....c..curenemriiriisnans 91,648 14,938 9,148 (13) 97,425
$121,192 $11,706 510,565 5 — $128,333
Year Ended December 31, 1986
{Daollars in Thousands)
Additions
Baiance Charged to Balance
January 1, Costs and December 31,
Classification 1986 Expenses Retirements 1986
Land improvements $ 3,626 3 40 5 7 $ 4,010
Buildings and building equipment 24,417 1,989 872 25,534
Machinery and equipment......... DR 86,011 _15,533 9,896 __ 91,648
$114,054 $17.982 $10.R44 $121,192
Year Ended December 31, 1985
(Dolars in ‘Thousands)
Additions
Bulance Charged (o Balance
January 1, Casts and December 31,
Classification 1985 Expenses Relirementy 1938
Land iMPrOVEMENLS ... vrinersiensereesmssinierssnissiesinisis ine $ 325 L $ L0 $ 2626
Buildings and building equipment ........oovuniniome 25,94y 2,143 3.671 24,417
Machinery and equUipMent ..o, 90,151 _t4.723 _18,863 _Buoll
$119,332 $17.366 $22.644 $114.054
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GAF CORPORATION AND SUBSIDIAIRIES
YALUATION AND QUALIFYING ACCOUNTS

Year Enced Doec.mber 31, 1987
{Dollars i ! housands)

SCHEDULE VHI

Balance Charged to
January 1, Costs aud
Description 1087 Expenses Dreductions Other (b)
Valustion and Qunllfymﬁ' ing Accounts Beducted
from Assets to Which They Apply:

Allowance for doubtful accounts.... . $4,382 $ 875 $1,289(=2) $142

Allowgnce for discounts . oim e 3,826 9,098 8,044 -

Reserve for inventory market valuation.. 5,044 2,082 2,013 60

Year Ended December 31, 1986
{Dollars in . bousands)
Balance Charged to
.Ilnu;z 1, Costs and
Description 1 Expenses Deductions
Valuaiion and Qualifying Accounts Dexlucted from
Asgets to Which They Apply:
Allowance for doubtful 260UBLE i viimeenmrimmaim $5,142 $2,178 $2,978(a)
Allowance for discounts 1,874 8,782 6,830
Reserve for inveatory market valuation.....cienn 3,627 4,075 2,550
Year Ended December 31, 1985
{Dollars in Thousunds)
Balance Charged (o
January 1, Coxts and
Description 1985 Expenses Deductions
Yalvation and Qualifying Accorat: Deducted from
Assets 10 Which They Apply:

Allowance for doubtful 2cc0r. 55 wovmvrimeemsiiniiniii, $5,426 $ 703 § 987(a)

Allowance for discounts ..o P, i 1,489 7,189 6,804

4,538 1,356 2,267

Reserve for inventory market valuation .....uuenn

NOTES: (a) Represents write-offs of uncollectible accounts net of recoveries,
{b) Represents reserve assumed in acquisition of Alkarl] Chemicals Limited.

S-4

Balance
December 31,
1987

$4,110
4,880
5,273

Balance
December 31,
1986

$4.382
3.826
5,144

Baiance
December 21,
1985

$35,142
1,R74
3,627
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BOARD OF DIRECTORS AND OFFICERS
GAF Corporation

Board of Direciors

Danigl T. Carroll, Chairman of the Board and President,
The Carroll Group, Inc. {(management consulting)

Carl R. Eckardt, Exscutive Vice Prasident, Comporate
Development, GAF Corporation

Dr. Jacob E. Goldman, Ghairman of the Board, Cauzin
Systems Inc. (manufacturer of personal computer
accessories)

Samuel J. Heymait, Chairman of the Board and Chiet
Executive Officer, GAF Corporation

Sanford Kap'an (private investor and consultant)

William P. Lyons, Chairman, DuroJest Corporation
{manufacturer of lighting and lamps})

Scott A, Rogers, Jr. (consuitant)

James T, Sherwin, Vice Chairman and Chief
Administrative Officer, GAF Corporation

William Spiar {private investor)
Josaph 3. Tydings, Partner, Anderson Baker Kill & Qlick
“arporate Officers

Samue J. Heyman, Chairinan of the Board and Chief
Executive Otficer

James T. Sherwin, Vica Chairman and Chiet
Administrative Officer

Cart R. Eckardt, Executive Vice President, Corporate
Development

Jofin A. Brennan, Fxecutive Vice President and
President, GAF Ruilding Materials Corporation

Heinn F. Tomfohrd, lit, Executive Vice President and
President, GAF Chemicals Corporation

Irving Kagan, Senior Vice President, General Counsel
and Secretary

Salvatore C. Ballini, Senior Vice President and Controller

Stephan A. Block, v'ce Presicent, Deputy General
Counset and Assistant Secretury

Matthew L. Gooby, Vice President, Management
Information Systems

Bernard L. Kapell, Vice President, Taxes

Mark L. Kaufman, Vice Prasident, lnvestment
Managemant

Frank E. Sheeder, Jr, v'ice President and Seniar
Vice President, GAF Cine micals Corporation

Gerald R. Whitmore, */ice: President, Human Resources

GAF Chemicals Corporation
Heinn F Tomfohrde, ill, President
David . Barton, Senior Vice President, Avetylenes

Frank E. Sheeder, Jr., Senior Vice President,
Surfactents and Specialties

Richard F. Baumann, Vice President, Marketing and
Sales—Acetylenes

Richard Borzelli, Vice President, Manufacturing—
Acetylenes

Witliam J, Buriant, Vice President, Research and
Developmient

Arthur Dresner, Vice President, Advanced Materials
TH. King, Vice President, Mineral Products

William R. Kristoff, Vice President, Marketing and
Sales—Surfactants and Specialties

Abraham Lindenauer, Vice President, Materials
Managsment and Techn:cal Services

Anthony J. O'Lenick, Vice President, Technology and
Business Developraent—Surfactants and Speciaities

Richard B. Olsen, Vice President, Finance

Raymond W, Smith, Jr, Vice President, Intemationa!
f3erald R. Whitmcre, Vice President, Human Resources
GIAF Building Materials Corporation

John A, Brennali, Presicent

Thomas J. Andarsor, Vice President, Finance

Robert A. Goodman, Vice President, Human Resources
Brien D. Hodge, Vice President, Purchasing

Donald W. LaPalme, Vice President, Operations

Russell E. Kennedy, Vice President, Marketing and Sales

Wiliiam C. Schwingen, Vice Presic :nt, Commercial
Roofing

GAF Broadcasting Company. inc.
Matthaw Fleld, Vice President and General Manager
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GAF OFFICES AND PLANTS

GAF Gorperation
Corporate Headquarters
1361 Alps Read

Wayne, New Jerszy 07470

Insurance Subsidiary:
GAF Insuranca, Ltd.
Hamilton, Bermuda

Domestic

GAF Corporation’s plants, research
Jaboratories, and salgs offices are
located throughout the

United States

GAF Chemlcals Corporatien

Manufacturing
Alabama-Huntsville
Georgia-Winder
ventucky-Calvert City
Hissouri-Annapolis

New Jarsey-Linden
Pennsyivaniz-Blue Ridge Summit
South Carolina-Spartanburg
Texas-Seadiift

Texzs-lexas City
Wiisconsin-Pembine
(~anada-Mississauga, Ontario

Sales

Califormia-Irvine
linois-tombard

New Jersey-Linden

North Carglina-Charlotte
Ohio-Cincinnati
Pennsylvania-King of Prussia
Puerto Rico-Carolina

South Carolina-Spartanburg

Research & Development
Georgia-Winder
Maryland-Hagerstown

New Jersey-Wayne
Canada-Mississauga, Ontario

international

GAF Corporation’s major marketing
and sarvice fasilities are located
throughout the world.

New Jersey-Wayne, Headquarters

European Region

Great Britain, Guildford-Headyuarters

Austria-Vienna

Belgium-Sint Niklaas

France-Paris

Great Britain-Manchester

Haly-Milan

Netherlands-Schiedam

Spain-Barcelona

Sweden-Johanneshov (headquarters
for Norden countries)

Switzerland-Zug

West Germany-Frechen

Joint Venture Affifiate:
GAF/Hlls Chemie GmbH
Mar, West Ge:many

Western Hemisphere Region
New Jersey, Wayne-Headquarters
Brazil-Sao Paulo
Canada-Mississauga, Ontario
Canada-Ville St. Laurent, Quebec
Mexico-Mexico City

Asia-Macilic Region

Republic of Singapore, Headquarters
Australia-Sydney
Australia-Melbourne

Hory Kung Hong Kong

Japan-okyo

New Zealand-Auckland

Republic of Singanore-Singapore
South Korea-Seoul

GAF Building Materials Corporation

Manufacturing
Alabarma-Mobile
California-Fontana
California-Irwindale
FloridaTampa
Georgia-Savannah
indiana-Mount Vemon
Maryland-Baltimore
Massachusetts-Millis
Minnesota-Minneapolis
Pennsylvania-Erie
South Carolina-Chestar
Tennessee-Nashville
Texas-Dailas

iales

California-Fontana
Flori-1a-Tampa
Geo.gia-Savannah
Indizna-Mount Vernon
Massachusetts-Millis
Minnesota-Minneapoiis

Naw Jersey-South Bound Brook
Pennsytvania-Erie

Texas-Dallas

Research & Davelopmant

New Jersey-Wayne
Tennesses-Nashville

GAF Broadcasting Company, Inc.
New York, New York
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FILMED
JANUARY 1989

BECHIEL

Information Services

“This microfiche, including title information and format is
© 1986 Bechtel Information Services. All rigghts reserved.’’
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